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EXPOSURE DRAFT 
JULY 1977 
AUDIT AND ACCOUNTING GUIDE 
FOR 
SAVINGS AND LOAN ASSOCIATIONS 
PROPOSED BY THE COMMITTEE ON SAVINGS AND LOAN ASSOCIATIONS 
AND ISSUED FOR COMMENT BY INTERESTED PERSONS 
COMMENTS SHOULD, BE SUBMITTED BY SEPTEMBER 30,. 1977 TO: 
MR. HUGH A. MCWHORTER 
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
1620 I STREET N.W., WASHINGTON,. D.C. 20006 
PUBLIC HEARING 
The Committee on Savings and Loan Associations will hold 
a public hearing in Chicago, Illinois in mid-September 1977. Any 
person wishing to make an oral presentation at the hearing should 
contact Mr. Hugh McWhorter of the AICPA, 1620 I Street, N.W., 
Washington, D.C. 20006 (202/872-8190, Ext. 40) for more information 
as to the place and time of the hearing. Fifteen (15) copies of 
written comments will be required in advance of the public hearing. 
STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 15 
This "Exposure Draft" was prepared prior to the issuance 
of the FASB Statement No. 15 entitled "Accounting by Debtors and 
Creditors for Troubled Debt Restructurings." Thus, this proposed 
guide is subject to revision, to the extent Statement No. 15 impacts 
Savings and Loan Associations. 
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ORGANIZATION AND REGULATION 
General Information 
Savings and loan associations are corporations chartered either by 
the state in which they operate or the Federal Home Loan Bank Board 
(FHLBB). All associations chartered by the FHLBB are known as "federal" 
associations and have the word "Federal" in their corporate names. The 
majority of the savings and loan associations are mutual institutions; 
they are owned by the savers who, together with the borrowers, are 
members entitled to vote at annual meetings. 
Most states provide for the organization of mutual associations. 
In addition, several states provide for capital stock associations that 
are authorized by state charter to issue and sell capital stock (some-
times called permanent reserve shares, guaranty stock, or guarantee 
stock) to investors. This capital stock represents equity capital 
which cannot be withdrawn, and it is not insured by the Federal Savings 
and Loan Insurance Corporation (FSLIC). 
The applicable laws and regulations of the states vary, but usually 
include requirements or restrictions concerning issuance off capital 
stock, such as a minimum amount of initial consideration, the rights of 
stockholders, or the payment of dividends. These requirements may be 
considerably more restrictive than those generally applicable to other 
corporations. In the event that the meaning and applicability of the 
regulatory requirements are not clear and interpretation is necessary, 
the auditor should request the association to obtain an opinion from an 
attorney or from the regulatory authority. 
All federal associations are subject to the rules and regulations 
of the FSLIC (Rules and Regulations for Insurance of Accounts) and the 
FHLBB (Rules and Regulations for the Federal Savings and Loan System) 
and the Federal Home Loan Bank System. State-chartered associations 
are subject to the laws and regulations of the state under whose charter 
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they operate, and if federally insured, are also subject to the rules 
and regulations of the Federal Home Loan Bank System and the FSLIC, 
Some of the rules and regulations governing both federal and state-
chartered associations pertain to accounting, although the majority of 
regulations pertain to the maintenance of investments, savings accounts, 
and operations. The independent auditor should familiarize himself with 
the rules and regulations of the applicable supervisory authorities and 
should be informed of current revisions. 
Holding Companies 
In states in which capital stock associations are permitted, one or 
more associations may be owned wholly or in part by a company which is 
not a savings and loan association. These holding companies are subject 
to regulations, and their acquisition of a savings and loan association 
is subject to prior approval by various regulatory authorities. The 
"Regulations for Savings and Loan Holding Companies," contained in the 
Rules and Regulations for Insurance of Accounts set forth pertinent 
regulations relating to the operations of holding companies and the ac-
quisition by holding companies of insured associations. The regula-
tions define "unitary" (investment in one savings and loan association), 
"multiple" (investment in more than one savings and loan association), 
and "diversified" (the investment in the savings and loan association is 
relatively immaterial to the group) holding companies. The regulations 
also cover permitted activities of holding companies. Care should be 
taken during the course of the audit of an insured association to de-
termine that any transaction between the association and its parent 
holding company complies with the applicable rules and regulations. 
Conversions 
The FHLBB has adopted regulations which permit the conversion of 
a mutually chartered, federally insured savings and loan association 
2 
into, a capital stock association. These conversions may only occur in 
states that permit the operation of capital stock associations. 
The regulations relating to the conversion of a federally insured 
association are set forth in Rules and Regulations for Insurance of 
Accounts of the FSLIC. Such regulations also contain extensive account-
ing requirements applicable to the accounting and reporting of federally 
insured savings and loan associations. There is also a section which 
specifies the form and content of financial statements to be filed with 
a conversion application, an application for issuance of subordinated 
debt, and the periodic filings of publicly held savings and loan as-
sociations registered with the FHLBB under the Depository Institutions 
Amendments of 1974 act (formerly filed with the SEC under the 1934 act 
requirements). 
Insurance of Savings Accounts 
Associations have various classes of savings accounts, as authorized 
by supervisory authorities. These accounts may include passbook sav-
ings accounts, savings certificates, investment certificates, with-
drawable or repurchasable shares, and others. Savers in a federal 
mutual association, as the members of the association, have one vote 
for each $100 of savings or fraction thereof, up to a maximum of 50 
votes. In some states the savers in capital stock associations are 
also members with similar voting' rights; in others, the savers have a 
creditor relationship. 
The savings accounts of all federal savings and loan associations 
are required to be insured by the FSLIC under Title XV of the National 
Housing Act, as amended. Other eligible savings and loan, building 
and loan, homestead associations, and cooperative banks may also obtain 
such insurance from the FSLIC. 
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Basis of Accounting 
The accrual basis of accounting is the only acceptable basis of 
accounting under generally accepted accounting principles for business 
enterprises. Regulations of the FHLBB require that insured institu-
tions, with certain exceptions, prepare their financial statements on 
the accrual basis of accounting. 
The auditor may, however, encounter other bases of accounting, 
such as the cash and the modified accrual bases. Under the latter 
method, an association may record certain items, such as interest in-
come from investments and interest expense on borrowed money, on the 
accrual method, whereas other items of income and expense may be re-
corded on the cash basis. When there are material variations from 
generally accepted accounting principles, the independent auditor must 
exercise his judgment in determining whether a qualified opinion or an 
adverse opinion is required. However, the auditor should be aware that 
the FHLBB may reject an audit report that does not contain an unqualified 
opinion in a case where extended auditing procedures or appropriate adjust-
ments would enable the issuance of an unqualified opinion. 
Independent Audits and Supervisory Examinations 
Under Rules and Regulations for Insurances of Accounts, all federal 
associations and state-chartered associations whose accounts are in-
sured by the FSLIC are subject to examination by the Office of Examina-
tions and Supervision (OES) of the FHLBB. Frequently, joint examina-
tions of state-chartered associations are made by OES and by the state 
regulatory authority which examines and supervises such associations. 
The scope of state supervisory examinations of state-chartered 
associations that have independent audits varies from one state to 
another. It is not practical to cover the policy of each state in 
this publication; however, in some states the policy is quite similar 
to that of federal authorities. 
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Regulations of the FHLBB require that each insured institution be 
audited at least once in each calendar year by auditors and in a- manner 
satisfactory to the FSLIC. (In a few prescribed circumstances, this 
quirement may be waived.) The audit requirement should be satisfied 
by an audit by independent public accountants or, if specified condi-
tions are met, by internal auditors. The independent auditor should 
be thoroughly familiar with the rules and regulations of the FHLBB 
regarding audits of insured institutions. Present regulations deal 
with such matters as requirements for audits, qualifications o f public 
accountants, independence of public accountants and reports of audits. 
A publication entitled Federal Home Loan Bank Board annotated Manual 
of Statutes and Regulations (Revised Edition, October 1973) is avail-
able from the Superintendent of Documents, U.S. Government Printing 
Office, Washington, D.C. 20548, (Order No. 0-506-747). 
The OES makes a supervisory examination (as distinguished from an 
audit) principally to ascertain whether an association is operated soundly 
and in accordance with the applicable laws and regulations. To accomplish 
the objective of the supervisory examination, the examiners usually do 
not perform all of the audit procedures that are required to express an 
opinion on financial statements. 
The OES of the FHLBB has published informative bulletins setting 
forth certain requirements regarding audits of insured institutions. PA 
(Public Accountant) Bulletins issued by the OES prescribe certain standards 
for the audits of federally insured associations. 
The FHLBB also issues several series of memoranda designated "R" 
and "T". The Office of General Counsel (OGC) of the FHLBB also issues 
a series of memoranda. The "R" series of memoranda covers instructions 
to the FHLBB staff and supervisory agents relating to rules and regulations, 
interpretations and opinions, statements of policy and other matters that 
affect the general public. The "T" series deals primarily with technical 
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matters and may apply to only a relatively limited number of institutions. 
The OGC memoranda set forth opinions and interpretations of the rules 
and regulations. 
Copies of the current FHLBB statements of accounting and auditing 
policies and PA Bulletins can be obtained for the District Director-
Examinations in each FHLB district or the FHLBB in Washington, D.C. 
In 1973, the American Bar Association published the Handbook of 
Savings and Loan Law. The handbook contains a description of the ap-
plicable laws relating to savings and loan associations, together with 
suggested references. Copies may be obtained from the American Bar 
Association, 1155 East 60th Street, Chicago, Illinois 60637. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
6 
AUDITING-GENERAL 
Planning the Audit 
Thorough planning is important to the successful examination of 
the financial statements of a savings and loan association. The general 
information needed for this purpose is usually developed by a prelimin-
ary' review of financial information and data, and should include a 
review of correspondence received by an association resulting from 
supervisory examinations by federal or state examiners since the date 
of the preceding audit. 
Examples of the types of information which may be assembled and the 
arrangements to be considered when planning the audit includes 
1. General 
Engagement letter 
Location of offices 
Office hours of employees 
Hours opened to the public for business 
Audit personnel requirements - interim and year end 
Letters of accreditation for audit personnel 
Types of teller posting machines and other Bookkeeping or 
data processing equipment 
Daily close-out procedures 
Audit confirmation supplies 
2. Internal Accounting Control 
Preliminary evaluation — procedure manuals and organization 
charts 
Preliminary evaluation - main office and branches 
Preliminary evaluation - data processing installations (includ-
ing service bureaus) 
3. Cash 
Number of tellers 
Number of bank accounts 
Approximate volume of receipts and disbursements. 
(number of transactions), etc. 
Number and location of cash funds (other than teller funds) 
4. Control of Cash Equivalent Items 
Location of securities 
Location of consigned items, such as savings bonds, 
travelers' checks, etc. 
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5. Loans 
Number'; of accounts by major classes, of loans. 
Loans and participations purchased or sold 
Location of detail and control accounts 
Location of all collateral and supporting documentation 
6. Savings Accounts 
Types of accounts offered 
Number of accounts 
Location of detail and control accounts 
Interest payment dates 
Accounts which request "no correspondence" 
Dormant account procedures 
7. Other Items 
Parent of the association 
Subsidiaries of the association, service corporations and 
joint ventures 
Major accounting policies 
Related parties 
Types of borrowed funds: 
FHLB advances, subordinated dept, 
mortgage backed bonds, bank loans, 
etc. 
Timing of the Audit 
Federally insured associations are required to submit periodic 
reports to the FHLBB. Usually state-chartered associations are required 
to submit, at least annually, a report to state authorities. 
The FHLBB requires that each federally insured association be audited at 
least once in each calendar year. A copy of the auditors report must be fur-
nished to the FHLBB. That report must contain, in a schedule or footnotes, 
a reconciliation of any differences in the balance of the net worth section as 
reflected in the audited financial statements with the balance of the net 
worth section as reflected in the periodic reports to the FHLBB, 
Generally, the date of the independent audit does not need to coin-
cide with the fiscal year end of the association; however, the audit 
period must cover twelve calendar months. The audit date may be agreed 
upon with the association. In many cases, the independent auditor can 
time his audit to avoid conflict with the federal and state examinations. 
The independent auditor should notify the appropriate supervisory 
authorities well in advance of the proposed commencement date of the 
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independent examination. Timing of the audit also may be affected by an 
association's plans for changes in personnel, office space, accounting 
systems or equipment. 
The rules and regulations of various state supervisory authorities should 
be reviewed to determine whether an independent auditor's opinion on 
financial statements is required in annual reports filed by a state as-
sociation with state supervisory authorities. Holding companies and some 
capital stock savings and loan associations are subject to reporting 
requirements of the SEC as well as the reporting requirements of the FHLBB. 
The independent auditor should ascertain the requirements of federal and 
state supervisory authorities regarding the time for submitting reports. 
The independent auditor's reports should be rendered to the association 
and the association should submit the required copies to the appropriate 
supervisory authorities. 
Initial Audit Procedures 
Audit procedures should, to the extent possible, be executed with a 
minimum of disruptions to an association's regular routine. Therefore, before 
beginning the audit, consideration should be given to assembling and briefing 
the staff assigned to the engagement as to particular audit requirements. 
Specific assignments may also be made. 
Letters of accreditation should be obtained from the association to 
assure that the auditor's personnel can gain access to each association 
office when the field work is begun. Upon entering the association, the 
letters should be presented. If a surprise examination of selected key areas; 
is conducted, control over these areas should be established immediately. 
The extent of this control should be determined before starting the field 
work, based on the auditor's understanding of the internal accounting 
controls inherent in the system and the materiality of items involved. 
A listing of several areas in which immediate control should be considered 
include: cash on hand, investment securities, and consigned paper on 
hand and subsidiary ledgers of loan and savings accounts. If necessary, 
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securities and reserve or vault cash may be sealed to be counted later. 
Audit personnel should determine that the totals of loan and savings 
subsidiary ledgers are in agreement with the general ledger control accounts. 
At completion of the subsidiary ledger work, confirmation requests may 
be prepared. Early in the audit, personnel in charge of the various segments 
of the audit work should begin an evaluation of the internal accounting 
controls and note significant weaknesses that may require modifications of 
auditing procedures. 
Internal Accounting Control 
The second standard of field work states "there is to be a proper 
study and evaluation of the existing internal control as a basis 
for reliance thereon and for the determination of the resultant extent 
of the tests to which auditing procedures are to be restricted." This 
section is intended to assist the auditor in complying with the second 
standard as it applies to the study and evaluation of internal account-
ing controls in savings and loan associations. 
The nature of the audit procedures selected, their timing, and 
the extent of their application will depend to a considerable extent 
on the degree of reliance the independent auditor intends to place 
on the system of internal accounting control. His study and evalua-
tion of the system of internal accounting control, as a basis for 
determining the scope of his work, involves both the initial inquiry 
necessary to ascertain the association's procedures and such further 
investigations, tests, and inquiries during the audit as may be neces-
sary to evaluate compliance with established internal accounting control 
procedures, i.e., whether in fact the controls are functioning as 
represented. 
Section 320 of Statements on Auditing Standards No. 1 (SAS) amplifies 
and clarifies the application of the basic concepts and rationale 
10 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
included in the second standard of field work as guidance to proper 
study and evaluation of internal accounting control. 
Internal accounting controls over cash, consigned items, loans re-
ceivable, securities owned, savings accounts, escrow accounts and advances 
for taxes and insurance, and the handling of transactions related to 
these items are of particular importance in savings and loan associa-
tions. For example, cash-handling functions should be segregated, to 
the extent practicable, from related record-keeping responsibilities. 
Adequate controls should be established over savings accounts, including 
inactive accounts, and adequate controls should be established over 
lending procedures, including loan approvals, appraisal reports, docu-
ment control and the disbursement of loan proceeds. 
Many associations utilize some form of electronic data processing 
system. These systems may be operated solely by an association, shared 
on a cooperative basis with others, or provided by an independent 
organization supplying specific data processing services for a fee. The 
auditor should review and evaluate the internal accounting control 
features of an EDP system as he does other features of internal account-
ing control over the association's operations. The effect of EDF systems 
on auditing procedures is discussed on page 14. 
Some associations are initiating procedures for specialized activ-
ities such as direct deposit of social security checks, handling custom— 
ers' transactions through point-of-sale terminals which utilize plastic 
cards and payments to third parties authorized by savers. The auditor 
should study related internal accounting controls over such activities and 
evaluate the adequacy of those controls as a basis for determining the 
nature, extent, and timing of audit tests to be applied in his examination. 
In evaluating internal accounting controls, the independent auditor 
should also be familiar with the FHLBB regulatory pronouncements on conflicts 
of interest and should examine the corresponding policy established by the 
association. 
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The results of the association's most recent efforts to determine 
adherence to such policy and regulations should he reviewed. In addition, 
the auditor should be familiar with SAS No. 6, Related Party Transactions. 
This statement provides guidance on procedures that should be considered 
by the auditor to identify related party trans-actions when he is performing 
an examination and to satisfy himself as to the substance of, and account-
ing for, such transactions. 
Adequate fidelity bond coverage and an adequate accounting system with 
appropriate internal accounting controls (including an internal auditing 
function) are essential elements in minimizing losses and discouraging ir-
regularities and illegal acts. Although the objective of an independent 
auditor's examination is to support an opinion on the financial state-
ments, it may also assist in minimizing losses and discouraging ir-
regularities and illegal acts. In this regard, an auditor should be 
familiar with the guidelines set forth in SAS 16 and 17, The Independent 
Auditor's Responsibility for the Detection of Errors or Irregularities 
and Illegal Acts by Clients. 
If the independent auditor's evaluation of internal accounting 
control, made for the purpose of determining the nature, timing and 
extent of audit tests, reveals material weaknesses in the system, the 
FHLBB requires that such weaknesses be reported to the association with 
recommendations for procedural changes to strengthen existing internal 
accounting control. Any letter or report to the association concerning 
such recommendations must be filed by the association with the FHLB. District 
Director-Examinations. Some states have similar requirements. 
Confirmation Procedures 
Many of an association's significant accounts can be subject to 
confirmation procedures. They include the following: 
1. Cash in banks. 
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2. Investments and securities held in safekeeping by others or 
held by others as collateral for loans or advances. 
3. Loan accounts, including accounts previously written off. 
4. Loans serviced by and for others. 
5. Real estate sold on contract. 
6. Savings accounts, 
7. Advances from the FHLB and other Borrowed money. 
8. Consigned items, such, as savings Bonds and travelers' checks. 
9. Advance payments from borrowers for taxes and insurance. 
10. Commitments (loans, securities, etc.) 
11. Customers' securities held in safekeeping. 
The techniques followed in carrying out confirmation procedures for 
a savings and loan association should not differ from those used in any 
other audit engagement and should include the following: 
1. Comparing a total of the listings of accounts from which the 
confirmation selection is made to the control account for 
agreement. 
2. Comparing data on the confirmation request with the associa-
tion's records. 
3. Maintaining control of the requests until mailed in an envelope 
with the auditor's return address. The mailing may include a 
return envelope addressed to the auditor. 
4. Mailing second (and, i n some cases, third) requests for posi-
tive confirmations on accounts for which replies have-not been 
received and performing alternative procedures when no replies 
are received. 
5. Reconciling differences and clearing exceptions reported on 
replies, 
6. Reviewing the results of confirmation requests to determine 
if any significant weakness in internal accounting control have been 
13 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
disclosed and whether additional audit procedures should be 
applied. 
7. Completing documentation in the working papers- of all 
confirmations sent, exceptions noted and the resolution of 
such exceptions. 
Applications of Statistical Sampling 
In conducting compliance tests of internal accounting control 
procedures, Section 320.62 of SAS No. 1 states the following concerning 
the conduct of such tests: 
Tests of compliance may be applied on either a sub-
jective or statistical basis. Statistical sampling 
may be a practical means for expressing in quantitative 
terms the auditor's judgment concerning reasonableness 
and for determining sample size and evaluating sample 
results on that basis. . . 
To provide guidance to auditors who want to use statistical sampling, 
Section 320 includes two appendices. Section 320A, "Relationship of 
Statistical Sampling to Auditing," provides a discussion of matters to 
be considered in applying statistical sampling and in correlating its 
use with other aspects of an audit. Section 320B, "Precision and Re-
liability for Statistical Sampling in Auditing," provides guidance 
to the auditor who has decided to use statistical sampling. It includes 
discussion and examples which are intended to aid an auditor's judgment 
in determining precision and reliability for statistical sampling. 
In audits of savings and loan associations, a number of auditing 
procedures lend themselves to statistical sampling. These include 
tests of transactions to determine compliance with specified internal 
accounting control procedures and tests of savings and loan accounts. 
The auditor may consider using statistical sampling in these and other 
areas. 
Auditing and EDF Systems 
The use of electronic data processing equipment in business does 
not in any way affect the objective of the audit, i.e., the performance 
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of an examination in accordance with generally accepted auditing stan-
dards for the purpose of expressing an opinion on financial statements. 
However, organizational and control procedures used in electronic data 
processing may differ from those used in manual or mechanical data 
processing and audit procedures applied to accounting records main-
tained on EDP equipment may vary from those applied to records main-
tained manually or on mechanical equipment. It is not the purpose of 
this Guide to discuss the effects of EDP on an audit. If EDP process-
ing is significant, SAS No. 3, The Effects of EDP on the Auditor's Study 
and Evaluation of Internal Control), will provide useful guidance to the 
auditor. This Section provides guidance to assist an independent 
auditor in evaluating the system of internal accounting control as a 
basis for determining the nature, extent and timing of audit procedures. 
In addition, the AICPA has issued an audit guide, The Auditor's Study and 
Evaluation of Internal Control in EDP Systems, which should also be 
consulted by the auditor. 
Also, if applicable, consideration should be given to the AICPA 
publication, Audits of Service Center Produced Records. This audit 
guide applies when significant accounting applications are processed 
at computer centers and bureaus servicing savings and loan associations. 
Appendix 'C' of that guide presents a case study illustrating a review 
of a service center where financial data for many savings and loan 
associations are processed with standardized programs. 
Branch Offices 
Federal regulations provide that a branch office mast be directed 
from its home office and that generally the home office shall maintain 
control records of all business transactions at each Branch. However, 
detailed records of all of its transactions may Be kept at each Branch. 
The audit program may be the same for a Branch office as for the main office 
of the association and, in many instances, the examination of the branch 
offices will be undertaken simultaneously. Associations with branch offices 
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use one of three general systems of accounting; 
1. A centralized system in which the home office maintains all 
primary and subsidiary ledgers, including individual savings 
and loan ledgers for the branch office accounts. 
2. A decentralized system in which the branch office maintains its 
own general and individual account ledgers in the same manner 
as if it were a separate association. 
3. A system that is partially centralized and partially decentral-
ized. 
The extent of the independent auditor's examination of branch office 
accounts and supporting detail will depend upon the accounting system 
used and the effectiveness of the system of internal accounting control. 
Cash and securities counts, confirmation programs and balancing of 
various subsidiary ledgers usually are conducted simultaneously at all 
locations when there are only a few branch offices or when the system 
of internal accounting control is not considered adequate. However, if 
the auditor believes the internal accounting control over branch offices 
is satisfactory, audit procedures may be applied to selected branch 
offices at various times prior to completing the examination. 
Charter, Bylaws, and Minutes 
Charters for federal savings and loan associations are issued by 
the FHLBB. The form of bylaws of such associations is also prescribed 
by the FHLBB. For state associations, the form of charter and bylaws is 
established by the state regulatory authority. 
The requirements of the charter and bylaws should be reviewed at 
the start of the audit. The audit program should include such procedures 
as may be necessary to determine compliance with any charter and bylaw 
requirements which may have a material effect upon the financial statements. 
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Properly approved minutes of the meetings of the directors, com-
mittees of directors, operating committees, and the members or stock-
holders should be read, and any items therein which may have a signifi-
cant effect on the financial transactions of the association should be 
noted. The independent auditor should then determine whether material 
transactions included have been executed and recorded in accordance with 
the minutes. 
In addition to items usually included in corporate minutes, the 
minutes of an association will in most cases include approval of loans, 
transactions in real estate acquired by foreclosure or for investment, 
transfers to and from general reserves and income tax reserve accounts, 
purchases and sales of securities, the borrowing- of funds from the FHLB 
or other sources, authorization and designation of terms of certain types 
of savings accounts, and interest, rates on savings accounts. 
Important transactions or matters which require action by the 
directors, the members or the stockholders (under the charter, the 
bylaws, or established practice), but which are not covered in the min-
utes, should be called to the attention of the proper officers for ap-
propriate- action. If the matters involved may have a material bearing 
on the financial statements, the independent auditor should satisfy 
himself that appropriate action is taken before releasing his report. 
Compliance with Supervisory Regulations 
The independent auditor should test compliance with supervisory 
rules and regulations that might materially affect the association's 
financial position or its results of operations. Certain regulatory 
requirements which may affect the financial statements are measured 
periodically throughout the year. The independent auditor should 
ascertain that the association has a system to monitor compliance with 
such regulations and review one or more periods of the association's 
files to determine whether the association's system is functioning 
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properly. The auditor should report to appropriate officers any failure 
to comply with rules and regulations which come to his attention during 
the conduct of his examination. Should the auditor encounter signifcant 
failures to comply with rules and regulations, he should consider 
communicating his findings to the Board of Directors. 
Associations that have been chartered by the various states as 
either stock or mutual associations are subject to regulation by the 
state in which they are chartered. There may be differences between 
state regulatory requirements and FHLBB requirements. Also, it has been 
noted that practices of the FHLB districts vary. Care should be taken 
to review compliance with the respective requirements of the FHLBB, the 
FHLB district, and the state(s) in which the association operates. 
ACCOUNTING PRINCIPLES AND AUDITING PROCEDURES 
Cash 
The procedures used to test cash transactions and balances in sav-
ings and loan associations are essentially the same as those used in any 
other business entity. 
In instances where it is appropriate to conduct surprise cash counts 
it may be advisable for the independent auditor to obtain in advance 
permission to make such counts during the year. To make a surprise count 
of cash, the independent auditor should assign sufficient staff to 
control, count, and reconcile the cash with the control accounts. Simul-
taneous control should be maintained over negotiable securities until a 
satisfactory accounting has been made for both cash and securities. 
Consideration should be given to reconciling or examining the reconcile-
ments of bank accounts in connection with the cash counts in addition to 
the examination of reconcilements made during the audit. Undeposited 
receipts on hand at the time of the cash count should be controlled until 
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deposited. Any items included in the deposit that are subsequently 
returned "unpaid" should be investigated. 
The independent auditor should identify, through preliminary 
investigation, current inquiry and observations, other items to be controlled 
while the cash count is under way. He should be alert to possible concealment 
of a material cash shortage by conversion or substitution of securities 
or other assets. The independent auditor may find unrecorded receipts, 
escrow funds, unissued government bonds, money orders, travelers' checks, 
or other items which he should control. Confirmation of the inventories 
of savings bonds, money orders, travelers' checks, and similar items 
usually should be obtained. 
It is the practice in some associations to delegate the disburse-
ment of mortgage loan settlement funds to agents or trustees. The inde-
pendent auditor should, in these instances, satisfy himself that the pro-
cedures used by the agents or trustees provide that funds advanced by the 
association will be recorded, deposited and disbursed as intended. The 
auditor should also establish, by confirmation or by count, the amount 
of cash funds held by a trustee or an agent for the account of the as-
sociation at the audit date. 
Investments in Securities 
Securities may be held for investment or, in certain instances, an in-
vestment portfolio. The types and amounts of such securities are often de-
termined by the board of directors or by investment committee action. The 
securities may be on hand, with a safekeeping agent, awaiting delivery, or 
pledged. In addition to regular purchases and sales of investment securi-
ties, an association may also sell securities short, make commitments for 
future purchases, obtain borrowed funds through the use of securities sold 
under agreements to repurchase (repos), engage in swaps and arbitrage trans-
actions, or act as an agent or dealer. 
Securities on hand should be counted or placed under control at the time 
of the cash count. Securities held by a safekeeping agent 
19 
1 
2 
3 
4 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
should be confirmed with the agent. When securities are in an indepen-
dent safe deposit box, the count can be made within a reasonable period 
before or after the cash count date, provided arrangements have been 
made in advance with the safe deposit company to furnish the independent 
auditor with a letter stating that there was no access to the box in 
the intervening period. 
All stock certificates and registered bonds should be in the name of 
the association or, if in the names of others, they should be properly 
endorsed or accompanied by a power of attorney. When counting coupon 
bonds, it should be determined that unmatured coupons are intact. 
Transactions during the period should be test checked against broker 
or dealer invoices, advices or other supporting data and appropriate 
minutes for approval. In addition, the certificate numbers of the securities. 
owned should be test checked with the record of security purchases and 
sales. 
Savings and loan associations which are members of the FHLB system 
are required to maintain a specified investment in shares of FHLB stock. 
The independent auditor should obtain confirmation from the regional 
FHLB of the stock owned in compliance with this requirement. The dollar 
amount of these shares should be compared with the association's 
general ledger. 
Federal and state regulations restrict the types of investment securi-
ties which may be purchased by savings and loan associations. The independent 
auditor should be familiar with such regulations. In some jurisdictions, 
savings and loan associations may be permitted to invest in equity securities. 
In these instances the provisions of FASB Statement of Financial Accounting 
Standards No. 12, Accounting for Certain Marketable Securities, and related 
interpretations apply. 
In the majority of the situations savings and loan associations invest 
in debt (primarily United States Government) securities. Therefore, in 
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most instances, investments made by savings and loan associations will be 
in securities which have been excluded from the provisions of FASB State-
ment No. 12. The following discussion on accounting for securities pertains 
to those excluded investments. 
Securities should be recorded at cost, including expenses incident 
to acquisition. Premiums and discounts should be amortized against 
investment income to achieve fair presentation of investment income. 
The Committee believes that the "interest" method as described in APB 12 
is the preferable method for amortization of premiums and discounts 
and that the period of amortization usually should extend to the 
security's maturity date. If the obligation has been issued with a 
call date falling prior to maturity, premiums should be amortized to 
the earlier call date, while discounts should be amortized to maturity. 
A parenthetical disclosure of market values should be made in the finan-
cial statements or notes thereto. Securities that are pledged for bank bor-
rowing or other purposes should be disclosed in the financial statements 
or notes thereto. 
Market values of individual securities should be obtained from published 
quotations or other independent sources and compared with carrying value. 
Since changes in the market price of government obligations are usually re-
lated to fluctuations in interest rates, no allowance for a decline ordinarily 
is necessary if management intends to and has the ability to hold the securi-
ties to maturity. When such decline in market value of securities is judged 
to be temporary, the parenthetical disclosure of market values in the finan-
cial statements or notes related thereto is adequate. However, if at the 
time financial statements are prepared it is reasonable to expect that the 
securities will be disposed of at a loss, or it is probable that the amortized 
cost will not be realized at maturity (permanent impairment) the estimated 
loss should be recognized by charging current operations and creating an al-
lowance for loss. 
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In making a determination of an expectation of loss from disposal, an 
association should consider various factors, including management's 
intentions, its ability to hold until maturity, supervisory directives, 
regulatory requirements or other circumstances. The allowance so created 
would be deducted from the asset account to which the allowance relates, 
with appropriate disclosure. Such allowance would be increased or 
decreased in subsequent periods as warranted by conditions at such time. 
Gains and losses arising from security transactions should be recog-
nized in the statement of operations for the period in which the security 
is sold or otherwise disposed of by an association. A method of deferring 
gains or losses when comparable securities are purchased with the proceeds 
of sale has been considered. The Committee considers this method to be 
inappropriate. 
A savings and loan association may loan cash to a member bank of 
the Federal Reserve System. Such loans are commonly referred to as 
"Federal Funds". Ordinarily, such loans are for one day only, with the 
lending association regaining its funds on the business day following the 
loan. If material, the amount of such loans should be disclosed separately 
in the financial statements. Otherwise, they may be included with other 
investment securities, Regulatory reporting forms, however, may require 
such loans to be classified as cash, 
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An association may invest in short-term repurchase agreements, 
commonly referred to as "repos". These transactions represent 
purchases of securities on a short-term basis under agreements the terms 
of which provide that the sellers will repurchase the securities within 
a very short period of time, usually a few days. An investment of this 
nature is generally classified as an investment security for financial 
statement presentation purposes. 
An association may also borrow under a repurchase agreement, commonly 
referred to as "reverse repos". In substance, these arrangements 
represent borrowings collateralized by the related securities. When funds 
are borrowed under this arrangement, a liability should be established 
for the amount of the proceeds. The investment security account should 
not be relieved for the collateral securities. Interest on reverse repos 
should be reported as an expense and not shown net of interest income. 
Associations may enter into short sale transactions involving securities. 
In this type of transaction, a liability should be established equal to the 
proceeds from the short sale. A loss should be recorded if it is 
expected that the securities that may be acquired to complete the short 
sale will cost more than the proceeds of the short sale. Any gain from 
the transaciton should not be recorded until the short sale is completed. 
In those instances where the association owns securities identical to 
those which are subject to a short sale transaction, referred to as a 
"short sale against the box", the transaction should be treated as 
complete for accounting purposes, and gain or loss recognized accordingly. 
If the association subsequently purchases the securities to be delivered 
in satisfaction of the short sale, the price of the new purchases should 
be recorded as the cost of the investment securities. 
Investments in Mortgage-Backed Securities 
Mortgage-backed securities in the form of bonds and "pass through" 
certificates are becoming a common vehicle to facilitate the secondary 
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mortgage market. Such securities provide a means for associations to 
invest available funds in easily transferable packages of real estate 
loans or to sell such packages to generate needed cash. 
Bonds are issued with a fixed principal balance and a stated interest 
rate for a definite term. These securities are issued by the Federal 
National Mortgage Association (FNMA) and are authorized for issuance 
by the Government National Mortgage Association (GNMA). Bonds of this 
type are secured by mortgage loans (both conventional and government 
guaranteed) and provide for periodic interest payments. The principal 
balance is due at maturity. 
Pass-through certificates guaranteed by GNMA are issued by associ-
ations that pool qualifying loans (currently VA and FHA mortgage loans) 
of equal interest rate and approximately the same maturities. These 
certificates are issued with a stated minimum principal amount and a 
fixed interest rate on the unpaid principal. (The Federal Home Loan 
Mortgage Corporation issues similar participation certificates.) Such 
certificates are amortized by the repayment of a fixed amount of prin-
cipal and interest over the term of the certificate. The issuer main-
tains records of security holders and remits principal and- interest 
payments monthly. Additionally, a pro rata return is distributed to 
the holders in the event of a loan payoff. The issuance of these 
certificates is similar to the conventional mortgage servicing arrange-
ment. When the certificate is sold to a third party, a sale of the poor 
of mortgages backing the security is deemed to have taken place. Any 
resulting gain or loss on the sale should be recognized at the time of the 
sale. 
Investments in pass-through certificates have some characteristics 
common to investment securities; however, the committee believes they 
more closely approximate a participating interest in real estate loans. 
Accordingly, an investing association should account for such interest 
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in a manner consistent with other participating interests in real estate 
loans. Any premium or discount should be amortized to provide for a 
substantially constant yield over the expected term of the related 
loans (that is, the period approximating the estimated life of the loans 
in the pool). 
The Internal Revenue Service has ruled that mortgage-backed secur-
ities issued in the form of "pass-through" certificates owned by a 
savings and loan association qualify as "loans secured by an interest 
in real property" for purposes of the tax definitional requirements and 
as "qualifying real property loans" for purposes of the bad debt de-
duction provisions. 
Loans 
The various types of loans made by associations are discussed in 
the following paragraphs. The auditing procedures applicable to loans 
in general are discussed under "Auditing Loan Accounts," page 31. 
Mortgage Loans 
The principal business activity of savings and loan associations is 
supplying money for mortgage loans on real estate. The various super-
visory authorities place many restrictions on such loans. These restric-
tions include, but are not limited to, such matters as authorized lend-
ing areas; loans to one borrower; loans to officers, directors, or 
employees of associations; and the aggregate amount of loans on certain 
types of properties. In addition, associations must follow certain rules 
of investment in mortgage loans to qualify for the federal income tax 
benefits afforded savings and loan associations. Furthermore, an 
association's board of directors often adopts additional limitations. 
The independent auditor should be generally familiar with lending rules, 
regulations and policies and should bring to the attention of manage-
ment any apparent noncompliance. 
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Construction Loans 
There are two principal types of construction loans, although varia-
tions may be encountered. One type is a loan to the owner of the prop-
erty during the construction period only, with long-term financing ar-
ragned with someone other than the association. The second type is a 
loan granted to finance the owner-builder during the development of one 
or more real estate parcels, and upon sale of the real estate the loan 
is converted to a long-term mortgage loan either through an assumption 
agreement with the purchaser or through a new loan. In the case of an 
assumption, the owner-builder who was the original obligor usually is 
released from secondary liability, 
As construction progresses, requests are made by the builder for 
disbursement of portions of the loan proceeds. Ordinarily the project 
is inspected by the association to determine that construction has pro-
gressed to the point permitting the disbursements requested. The builder 
generally obtains waivers of lien from subcontractors and materials 
suppliers before disbursements are made by the association. 
Auditing procedures should be adapted to the variety of construction 
lending practices. The independent auditor should review the associa-
tion's policies and procedures regarding construction loans and make 
tests of origination, approval, inspection and disbursement procedures. 
It is recommended that associations prepare operations manuals setting 
forth policies and procedures. Such manuals are beneficial in the ad-
ministration of loan operations and assist the independent auditor in 
carrying out his examination of lending procedures. 
The independent auditor should satisfy himself that management is 
evaluating the loans regularly and is providing for material losses in 
accordance with the provisions of FASB 5. Construction loans frequently 
involve high risks and deserve careful evaluation in considering an 
association's loan loss allowance. Many builders operate with minimum 
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permanent capital and some keep poor records. Given this combination 
of factors and others, some builders overextend their lines of credit. 
A builder may incur losses in a project before he is even aware of the 
losses, or he may have difficulty selling homes and thereby fail to 
generate funds which are needed to complete other homes already under 
construction. The auditor should be alert to overconcentration of loans 
on large real estate developments when homes are not being easily sold. 
When there are losses or delinquencies on loans secured by real estate 
developed by a builder, the auditor should review other loans granted 
to the same builder. Similarly, when there are losses or delinquencies 
on loans secured by real estate which is concentrated in one location, 
the auditor should review loans on other properties in the location. 
The independent auditor should consider visiting selected sites to 
confirm the existence of the buildings under construction and to observe 
their progress toward completion. The independent auditor should then 
compare his own observations with the association's inspection reports 
and the builder's completion reports. In some circumstances the in-
dependent auditor should consider obtaining an independent evaluation 
of the status of construction. (See SAS No. 11, Using the Work of a 
Specialist). Any apparent variances should be examined further and discussed 
with the appropriate officials of the association; provisions should be 
made for possible losses. See page 39 for a discussion of provisions 
for losses and evaluation of allowances. 
Land Development Loans 
Development refers to installing improvements on unimproved land 
in order to make building sites ready for construction. Land develop-
ment loans include (1) loans on developed building lots, (2) loans to 
finance the acquisition and the development of unimproved land, and 
(3) loans on unimproved land. When an association is permitted by 
regulation to make loans on unimproved land, land held by the associa-
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tion for development may be sold to builders with a view toward generating 
a demand for construction and long-term mortgage loans. 
Property Improvement Loans 
Associations may make the following types of property improvement loans: 
FHA-insured loans, VA-guaranteed loans, and uninsured loans. These loans are 
for the purpose of financing alterations, repairs and improvements to real 
property and are usually made on a monthly amortization basis. They are gen-
erally unsecured. However, associations occasionally require collateral and 
frequently a lien will be recorded in the public records. VA-guaranteed im-
provement loans are rarely encountered. Loans made during the period under 
examination should be tested for compliance with established policies of the 
association. 
Associations holding property improvement loans may have acquired them 
from building material and supply companies or other parties. Dealer-origina-
ted loans usually are purchased without recourse. However, if the loan is not 
insured, the association may require a dealer reserve and, in addition, may 
hold back a portion of the proceeds until the loan is paid down to a certain 
amount. Losses sustained by the association on these loans are generally 
charged against the dealer's reserve and holdback accounts. Confirmation of 
reserves and holdbacks should be considered and charges to such accounts should 
be reviewed to determine whether they are in accordance with the terms of 
agreements with dealers. Loans paid off prior to maturity should be tested 
to determine whether the rebates allowed conform to the association's poli-
cies and FHA regulations, if applicable. 
The required documentation for property improvement loans generally is 
as follows: (1) a note, endorsed when appropriate, (2) a completed loan ap-
plication executed by the borrower, (3) a contractor's completion report 
executed by the contractor and/or the borrower, (4) an FHA insurance report, 
if applicable, and (5) evidence of additional collateral, if any. Other 
than the insurance report, and, sometimes, completion reports, the documents 
required for uninsured loans are similar to those required for insured loans. 
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Loans on Savings Accounts 
Associations are permitted to make loans to savers on the security 
of their savings accounts. The form of the notes will vary among associ-
ations. However, they will usually contain an assignment of collateral 
and a clause to the effect that the association has the right to with-
draw from the savings accounts the loan amount due upon maturity or 
upon failure to carry out any terms of the notes. Assignment of the 
savings accounts as collateral may take the form of an executed 
restrictive withdrawal slip. 
The collateral should be maintained under control since unrestricted 
access to the related passbooks or certificates may provide an opportun-
ity for unauthorized withdrawals. It is also important that the indi-
vidual savings account records clearly designate the pledged status. 
In addition to the auditing procedures applicable to loans in 
general as discussed in this chapter under "Auditing Loan Accounts," 
(page 32) the independent auditor should review the method of granting 
loans on savings accounts and the nature of the internal accounting 
control in effect and make selective tests to determine that the 
account balances are sufficient to secure the loans. 
Education Loans 
Education loans are generally unsecured loans to students or their 
parents. Some of these loans are insured or guaranteed by governmental 
agencies and the applicable regulations should be reviewed. The audit-
ing procedures discussed under "Auditing Loan Accounts" apply. 
Mobile Home Loans 
The FHLBB regulations permit associations to invest in purchase 
money financing and inventory financing of mobile homes. The collateral 
for such loans will usually be in the form of a chattel mortgage. The 
auditing procedures discussed under "Auditing Loan Accounts" apply. 
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Other Consumer Loans 
A discussion of the auditing requirements and accounting principles 
relating to consumer loans appears in the AICPA industry audit guide 
Audits of Finance Companies. 
In certain jurisdictions, associations may make loans other than 
those discussed above. Appropriate audit procedures applicable to 
these loans should be applied in addition to those discussed under 
"Auditing Loan Accounts." 
Loans Serviced by Others 
Many associations own mortgage loans or participation interests 
therein which originated in distant areas. The loans or participations 
may have been purchased from other associations, savings or commercial 
banks, insurance companies, or mortgage companies. Generally, the sellers 
continue to service the loans. 
Auditing procedures that should be considered with respect to such 
loans and participations include a review of the minutes of board of 
directors' meetings for authorization, document inspection, confirma-
tion of loan balances with borrowers, confirmation of balances due from 
other institutions, tests of transactions and review of delinquent 
accounts. The independent auditor may, depending on the significance 
of amounts of such loans and participations, consider using one of the 
following methods for performing the audit tests he considers necessary 
in the circumstances: 
(1) Obtain from the servicing organization's own independent 
auditor(s) a letter confirming the extent to which their 
examination included confirmation and other procedures with 
respect to such loans and the results. If deemed necessary, 
arrange to review the audit work papers of the servicing organ-
ization's independent auditors. 
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(2) Engage the servicing organization's independent auditors or 
other local independent accountants, to confirm and perform other 
tests on the basis of the scope established by the primary 
auditor. The timing of the examination- of the client and the 
special work at the servicing organization should be considered 
so that the procedures applied can be reasonable concurrent. 
(3) Confirm with the servicing organization itself in lieu of 
other procedures when the amounts are not material and the 
servicing organization is a well-established organization (such 
as another large savings and loan association). 
The independent auditor expressing an opinion on financial statements 
of an association should satisfy himself as to the adequacy of auditing 
procedures performed with respect to loans serviced by others when such 
loans are significant to the financial statements. 
Loans Serviced for Others 
Although these loans are not assets of the association, the auditor 
should be satisfied that they have been properly accounted for. This 
entails tests of compliance with the terms of applicable servicing agreements 
and confirmation with the owner. The audit procedures used with respect-
to the loans and participations, the advance payments; from borrowers 
for taxes and insurance and the cash accounts include confirmation with 
borrowers and are much the same as if the assets belonged to the association. 
The independent auditor should be familiar with the audit requirements 
of the Federal Home Loan Mortgage Corporation and similar organizations 
in situations where an association is servicing loans for governmental 
agencies. 
Auditing Loan Accounts 
Inspection of Documents 
In testing the validity of loans, the extent of inspection of loan 
documents should be based on the independent auditor's evaluation of the 
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association's internal accounting control. A test of the files supporting 
old loans (loans made prior to the period covered by the current audit), as 
well as new loans, (including some of the loans still in process of 
disbursement) is generally needed to evaluate the association's controls 
and procedures. All of the documents relating to a particular loan usually 
are filed together in a separate folder for that loan. 
Depending on the particular loan account being considered, the test 
inspection of documents supporting loans usually should involve an examina-
tion of the applications; appraisal reports; notes; deeds of trust, mort-
gages or chattels; title insurance or legal opinion; insurance policies; 
settlement statements; Regulation Z statements; floor insurance documenta-
tion and VA guarantees or FHA insurance, if applicable. When such documents 
are in the hands of attorneys, escrow agents, or others, the existence and 
ownership of the documents should be confirmed or the documents inspected. 
When documents are in the process of being recorded and are therefore not in 
the hands of the association or its attorneys, the independent auditor should 
satisfy himself that proper documents are subsequently received by the 
association. 
The inspection of documents also should include tests of approvals by 
the board of directors or loan committee; tests of evidence (such as stamped 
loan documents) that mortgage documents have been entered on the public re-
cord; comparison of loan amounts with appraisals; inspection of any addi-
tional collateral indicated; and inspection of the adequacy of hazard and 
title coverage. 
When loans are pledged as collateral for advances front the FHLB, asso-
ciations, as trustees for the FHLB, are required to segregate and hold in 
separate files documents supporting pledged loans. The auditor may be re-
quired to report on mortgage collateral verification audit procedures and 
results as prescribed by the regulations of the FHLB system. When loans are 
pledged against borrowings from other banks, 
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the loan documents may be in the hands of an association or a bank; in 
either case, confirmation of the pledge should be obtained. 
The independent auditor should not attempt to pass judgment upon 
technical matters relating to loans, such as the value of collateral 
or the status of the title. He should satisfy himself, based on his tests, 
that opinions of appropriate experts in such matters are on file. When 
questions arise concerning values or titles, the auditor should consult 
with, or request the opinion of, appropriate independent appraisers or 
counsel. If the independent auditor concludes that an independent 
appraisal is necessary, he should be guided by SAS No. 11, Using the 
Work of a Specialist. 
Subsidiary Ledgers 
Trial balances of the detail loan ledgers should be obtained from 
the association and proved arithmetically, or if necessary prepared 
by the independent auditor, or prepared under the control of the inde-
pendent auditor and reconciled with the general ledger control account. 
If they are prepared by the association, such trial balances should 
be compared to the detail loan ledgers to the extent considered necessary 
by the auditor. The reconciliation off subsidiary or detail ledgers may 
be performed by an association's staff working under the control of the 
independent auditor. Control should be maintained over the ledgers until 
the reconciliation is complete in order to prevent improper adjustment of 
the accounts. If internal accounting controls are satisfactory, the 
examination; of loan accounts including the balancing of loan ledgers may 
be performed at a date other than the date of the statement of financial 
condition being audited. When detail procedures are performed at a date 
other than the date of the statement of financial condition, transactions 
between the audit date and financial statement date should be reviewed 
and tested. Procedures followed should be directed to determining that 
internal controls are satisfactory during the intervening period. 
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Delinquent Loans 
The "aged" list of delinquent balances should be tested for 
completeness and accuracy. Delinquent loans frequently are an indication 
of potential losses, the exposure to which varies by type of loan. The 
independent auditor should consider such accounts, the association's 
collection procedures, loan modifications, and other pertinent data in 
evaluating the reasonableness of the allowance for losses, if any, provided 
by the association. 
Entries for loans charged off should be reviewed to determine that 
approval was given by the board of directors or the loan committee. 
Confirmation of Loans 
In determining the amounts and loans to be confirmed, the auditor 
should bear in mind that confirmations only provide authentication of 
transactions and do not furnish any assurance regarding collectibility. 
See page 12 for a discussion of confirmation procedures. 
Property Taxes, Assessments and Insurance 
Inquiries should be made concerning the association's practice with 
regard, to the payment of borrowers' property taxes, assessments, and 
insurance, and its methods of determining whether these items are prompt-
ly paid and properly applied. The independent auditor should test the 
amounts provided by the borrower for taxes by referring to prior tax 
bills and current tax rates. See page 55 regarding advance payments 
from borrowers for taxes and insurance. 
Accrued Interest Receivable on Loans 
The accrual basis of accounting is the only acceptable basis under 
generally accepted accounting principles. Associations following the 
accrual method may include accrued interest income in the related loan 
balances or in a separate account designated "accrued interest income." 
The independent auditor should be particularly attentive to the con-
sistency of the method used to record interest income. If an associa-
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tion follows the practice of accounting for interest on the cash basis, 
the materiality of unrecorded accrued interest income in relation to 
the income statement and balance sheet should be considered. If the cash 
basis or modified cash basis is used, the independent auditor should 
evaluate the significance of the departure from generally accepted 
accounting principles and, if material, disclose the amount of such 
difference and modify his opinion appropriately. 
Some associations schedule mortgage loan payments on the first day 
of the month, while others schedule monthly payments on other specified 
dates. Interest collected may be for the previous month or for the cur-
rent month. The methods of recording interest for monthly amortization 
loans will not necessarily be the same as methods used for other loans. 
Further variations may be found with respect to loans serviced by others, 
since some associations accrue interest that is expected from the servicer 
while others record the interest only as received from the servicer. 
When interest income is accrued, an allowance for uncollectible 
interest should be considered. The auditor should be aware of regulations 
that place limits on the accrual of delinquent interest. The Committee 
believes that the accrual of interest income on delinquent loans should 
be discontinued when it is reasonable to expect that the interest will 
not be received. 
Interest income should be subjected to an overall arithmetical test 
or an arithmetical test of selected items. The overall test of interest 
income can be performed with relative ease if the association maintains 
controls for loans according to interest rates. In addition, the in-
terest income accounts should be subjected to an analytical review for 
the period and comparisons made with the preceding year. Unusual changes 
or fluctuations should be investigated. 
Sales of Loans or Participations 
Savings and loan associations sometimes sell loans or participations 
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in loans. When entire loans are sold, the selling association may or 
may not continue to service the loans. When a participation in loans 
(that is, proportionate interest and sharing of risk in a loan or group 
of loans) is sold, the selling association frequently continues to service 
the loans. In either situation, the selling association may or may not 
be paid a fee for servicing the loans. 
Generally accepted accounting principles require that gain or loss 
be recognized at the time of sale of loans or participations. However, 
if it is apparent that the association intends to sell certain loans 
and the anticipated sale will result in a loss, an allowance for losses 
should be established. Such allowance for losses should be deducted 
from the related asset in the statement of financial condition. (See 
AICPA "Statement of Position on Accounting Practices in the Mortgage 
Banking Industry: No. 74-12"). Deferring gains and losses as new loan 
yield adjustments has been considered. The Committee considers this method 
to be inappropriate. 
When loans are sold outright, and are not to be serviced by the selling 
association, the gain or loss is measured by the difference between the 
selling price and. the face amount (less applicable deferred loan fees, 
if any) of the loans sold. If loans sold or loans included in a participation 
sold are to be serviced by the selling association, gain should be decreased 
or loss increased by the excess, if any, of estimated future servicing 
costs over estimated future servicing revenues, discounted to present value. 
Because of the variety of arrangements under which participations 
are sold, it is important to consider the terms of sale, effective yield 
to the purchaser, and arrangements for servicing, in addition to the 
stated selling price. Premium or discount may result when a participa-
tion is sold at a price equal to the face amount of the loans included 
in the participation and the seller agrees to pay the purchaser a rate 
of interest greater or less than the stated rate of interest on the loans 
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included in the participation. In such cases the premium or discount 
would be represented by the difference between the future interest 
to be collected by the seller and the interest to be paid to the pur-
chaser after giving consideration to future servicing costs, all dis-
counted to present value. 
If all of the terms and arrangements relating to the sale have the 
effect of producing a premium or discount to the seller, then this 
premium or discount should be deferred and amortized in such a manner 
as to result in a constant rate of interest when applied to the uncollected 
balance at the beginning of any period. 
Generally accepted accounting principles with respect to premium 
or discount amortization may be in conflict with the reporting requirements 
of the FHLBB. The treatment of such differences in the reports filed 
with the FHLBB is discussed on page 8 of this Guide. 
In accounting for sales of loans or participations, the objectives 
are to recognize in the year of sale any economic gain or loss from the 
transactions and to avoid including in the year of sale any income or 
expense attributable to future periods. 
The principles and guidelines set forth in Accounting Principles 
Board Opinion No. 21 apply with respect to determining the existence 
and amount of such premiums and discounts, the method of amortization, and 
statement presentation. 
Undisbursed Portion of Mortgage Loans 
Most associations carry one or more accounts labeled "loans in 
process" which represent the undisbursed portions of mortgage loans. 
Control accounts should be supported by subsidiary ledgers contain-
ing an individual account for the undisbursed portion of each mortgage 
loan. The aggregate of open balances in these subsidiary ledgers should 
be aged and balanced with the related control accounts. Debit balances 
(indicating overdrafts) and inactive accounts should be reviewed. 
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Since the principal amounts of the undisbursed portion of loans 
are recorded at the gross amountr confirmation requests with respect 
to such loans should include both the total amount of the loan and the 
undisbursed balance at the date confirmation is requested. 
Tests should also be made of documents in the association's files 
that support disbursements charged to individual accounts, which in 
turn, support the undisbursed portion of mortgage loans. These tests 
should include loans completed or closed out during the period covered 
by the audit. 
The undisbursed portion of mortgage loans should be deducted from 
the related mortgage loans on the asset side of the statement of fi-
nancial condition and the amount disclosed either on the face of the 
statement or in the notes to the financial statements. The regulatory 
reporting treatment for this item may be in conflict with generally accepted 
accounting principles, although results of such treatment in some instances 
may not be materially different from that obtained if generally accepted 
accounting principles were followed. 
Loan Commitments 
Loan commitments are not recorded in the accounts, but if the 
amounts of the commitments are significant in relation to the resources 
of the association, the total commitments should be disclosed in the 
footnotes to the financial statements. 
Most associations maintain current files of outstanding loan 
commitments; the auditor should review them and make such tests as he 
may consider necessary in the circumstances. 
Real Estate Owned 
Real estate owned (REO) includes real estate acquired through 
foreclosure or by deed in lieu of foreclosure (foreclosed real estate) 
and real estate purchased for sale or development. It should not be 
confused with operating properties or with buildings and equipment used 
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by the association in its business. 
Associations are subject to limitations on amounts which may be invested 
in real estate to be held for sale or development. Although such investments 
are often immaterial in relation to total assets, the effect of possible los-
ses, if any, may be significant in relation to total operations or net worth. 
Accounting for Real Estate Owned by Foreclosure 
The FASB has issued an exposure draft of a proposed statement of finan-
cial accounting standards entitled Accounting by Debtors and Creditors for 
Troubled Debt Restructurings. This statement, when finalized, will have a 
significant impact with respect to accounting for transactions covering 
real estate owned when acquired through foreclosure. 
Accounting for Real Estate Purchased for Sale or Development and Loans 
and Receivables Collateralized by Real Estate 
Management is responsible for establishing policies affecting the evalua-
tions of real estate owned (REO) purchased for sale or development and loans. 
The independent auditor should obtain an understanding of management policies 
and the application of generally accepted accounting pricniples in determin-
ing the reasonableness of provisions and allowance for losses. The indepen-
dent auditor's examination should provide sufficient evidential matter sup-
porting management's determination of the provisions and allowances for losses 
to support his opinion on the financial statements. The association's poli-
cies should be disclosed in the footnotes to the financial statements. 
In evaluating the adequacy of allowances for losses on loans,the inde-
pendent auditor should give consideration to delinquencies, evidence of the 
value of collateral, credit standing of the borrower, unusual economic condi-
tions that may affect the collectibility of loans, the location and type of 
collateral, and any other relevant information that may be pertinent in 
making his judgment as to the need for adequacy of 
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allowances for losses on loans. The allowances for losses should be 
reevaluated for each reporting period. 
REO should be carried at the lower of cost or net realizable value. Some 
of the important factors usually involved in determining estimated net 
realisable values of loans and REO for savings and loan associations are 
discussed below. 
1. Estimated sales price. Usually this price is determined 
(a) by reference to comparable sales for cash or cash 
equivalents of individual units in the same development 
at approximately the same time, (b) by current offering 
price, (c) by reference to appraisals, or (d) by a com-
bination of these approaches. 
2. Projected date of disposition. The date of disposition 
is within the control of management and may be extended 
or shortened to recognize their anticipation of the 
future condition of the real estate market or to recognize 
the need to improve or to complete construction of a project. 
3. Estimated costs of disposition. 
4. Estimated costs of improvement or completion. These costs 
are involved typically in instances of undisproved and partially 
improved property and in instances of property needing 
rehabilitation. 
5«. Estimated direct holding costs. Estimated net realizable 
value must include provision for the average cost of all 
capital (debt and equity), taxes, maintenance, and other 
direct holding costs during the holding period. 
The management of an association is responsible for evalua-
ting all relevant factors, including those discussed above, and 
for determining the carrying value of REO and any allowance for- losses. 
In the discharge of this responsibility, management may use the services 
of association appraisers, independent appraisers, or others. 
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It is suggested that the provision and evaluation of the allowance 
on the large portfolio of loans secured by single family residences or 
multiple housing with relatively few units, be reviewed statistically 
based upon the volume of loans made, loans outstanding and historical 
loss experience. Large loans for either residential housing, commercial 
property, land or properties under development should be reviewed 
individually. 
Recent modification of federal regulatory requirements has negated 
the acceptability for regulatory purposes of charging certain losses 
directly to general reserves instead of to operations. However, some 
states still permit this practice and in several cases associations 
continue to charge such losses to general reserves although the practice is 
no longer condoned by federal regulatory authorities. Under generally 
accepted accounting principles, losses or provisions for losses should 
be reflected as a charge in arriving at net income in the statement of 
income. 
In the preparation of financial statements, losses which have been 
charged directly to general reserves on the books of the association 
should be reclassified as a charge against current earnings. 
Loss allowances accumulated through charges in arriving at net 
income should be deducted from the related assets in the statement 
of financial condition. 
Generally accepted accounting principles with respect to accounting for 
real estate losses may be in conflict with the reporting requirements of the 
FHLBB. The treatment of such differences in the reports filed with the 
FHLBB is discussed on page 8 of this Guide. 
Accounting for Direct Holding Costs 
Direct holding costs may be capitalized to the extent the amounts have 
been included in allowance for losses, except that carrying value should 
not exceed estimated net realizable value. Examples where such costs may 
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24 
be capitalized would include undeveloped land, partially developed land 
and partially developed tracts of single family residences. The matter 
of accounting for interest costs is currently under study by the Financial 
Accounting Standards Board. Therefore, the Committee is not taking a position 
on the appropriateness of capitalizing amounts representing cost of money 
applicable to REO which have not been included in an allowance for loss 
charged to income. The Committee is of the opinion, however, that under 
no circumstances should the capitalization of holding costs or cost 
of money result in carrying REO in excess of estimated net realizable 
value. 
Scattered single family residences generally will be- disposed of 
within a short period of time and, therefore, the carrying value will 
usually be based on lower of cost or current net selling price. For 
convenience, in such instances, associations generally charge holding 
costs to expense as incurred, which is considered acceptable. 
Tax Allocation of Direct Holding Costs 
When direct holding costs invested in the property are provided for 
and included in the allowance for loss charged to income, but are 
deducted in other periods for tax purposes, and when direct holding costs 
are capitalized but deducted in that period for tax purposes, timing: 
differences exist which should; be accounted for in conformity with the 
provisions of APB No. 11 (direct holding costs should be separately 
identified in the accounting records.) 
Temporary Operations of Real Estate Owned 
Net income or loss from operations of properties, after allowance 
for depreciation, ordinarily should be included in the statement of 
operations. Exceptions are permitted when the operations are insignif-
icant such as when a few scattered buildings, which are to be demolished, 
are rented on a tract of land to be developed or when nominal crop 
operations are continued until construction begins. In case of temporary 
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operation, any net income may be credited to the cost of the property 
and any net losses added to it, provided, in the latter case, that the 
carrying amount is not increased beyond estimated net realizable value. 
Gains and Losses on Sale of Real Estate Owned 
Generally, gains on the sale of REO are recorded on the books of 
associations in compliance with supervisory requirements which may change 
from time to time. Present federal supervisory regulations provide that 
when loans are made to facilitate sales of real estate owned or a con-
tract of sale is entered into, profits on the sales of such real estate 
not realized in cash must be deferred and recorded as income only to the 
extent that cash is received on the principal. 
The AICPA has issued two Industry Accounting Guides entitled 
Accounting for Profit Recognition on Sales of Real Estate and Accounting for 
Retail Land Sales. These Guides, and Statement of Position 75-6 entitled 
Questions Concerning Profit. Recognition on Sales of Real Estate should be 
followed by savings and loan associations in recording sales of REO. It 
should be noted that the present regulatory method of recognizing gains dif-
fers from methods prescribed in the Guides. The treatment of such differences 
in reports filed with the FHLBB is discussed on page 8. These Industry Ac-
counting Guides acknowledge that there are exceptional cases where receivables. 
are collectible over an extended period of time, and because of the terms of 
the transactions or other conditions, there is no reasonable basis for esti-
mating the degree of collectibility. When such circumstances exist, and 
as long as they exist, either the installment or the cost recovery method 
of accounting should be used. 
The method followed by the association in recording gains on sales of 
REO should be reviewed by the auditor for conformity with generally ac-
cepted accounting principles and for consistency of application. Tests 
should be made of the computation of any amounts carried as deferred credits 
and of amounts recorded as income during the period. 
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Audit Procedures for Real Estate Owned 
The auditor is responsible for evaluating both management's deter-
mination of the carrying value of REO and the adequacy of the allowance 
for losses, if any. Usually the auditor will be able to review 
documentation supporting the determinations made by management. In 
this connection, the auditor should be alert for uncertainties concerning 
the carrying value of REO that may be so great as to cause him to modify 
his report. 
It may be appropriate for the independent auditor to make a test 
inspection of properties, observing the overall stage of completion of 
construction projects or the overall deterioration of completed proper-
ties held for sale, whether rented or not. However, the auditor should not 
put himslf in a position of attempting to appraise property. In some 
instances he may need to seek corroboration by an independent appraiser; 
in others, he may be satisfied with data furnished him. If the independent 
auditor concludes that an independent appraisal needs to be obtained, 
he should be guided by SAS No. 11. , Using the Work of a Specialist. 
Appraisals are a factor in determining the net carrying amount of 
REO and in establishing the value of collateral on loans. Appraisals by 
the association or by independent appraisers may be considered acceptable 
audit evidence. Appraisals are the products of work by people trained in 
appraisal principles and techniques. Quality of appraisals may vary, 
however, and in some instances the auditor may have reason to believe 
certain appraisals are unrealistic. Often he may be able to compare a 
particular appraisal with an appraisal of the same property by a state or 
federal regulatory body or he may have independent appraisals made of specific 
properties. Appraisals can be made on different bases. The independent 
auditor has the responsibility to investigate the basis of the appraisal 
reports and the factors used in them. 
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Real Estate Sold on Contract 
Primarily to expedite the sale of real estate acquired by foreclosure, 
an association may sell real estate with little or no initial payment 
required from the buyer or sell to buyers who may not qualify for a 
conventional association loan because of credit or other reasons. Since 
the risk of default by the purchaser may be relatively greater in such 
instances, documents are generally prepared in a manner that will permit 
the easiest reacquisition, of the property by the association if a default 
occurs. Real estate sold on contract has most of the attributes of a 
conventional loan secured by real estate except that the association 
retains legal title to the real estate and conveys title to the purchaser 
only when the amount due under the contract has been paid. The 
provisions of the industry accounting guides, Accounting For Profit 
Recognition on Sales of Real Estate and Accounting For Retail Land Sales, 
are applicable to REO sold on contract. 
The audit program should be similar to that outlined for mortgage 
loans, including reference to the authorization of the board of direc-
tors, inspection of documents, determination that title to the real 
estate is retained by the association, confirmation of balances, and 
review of collectibility. The auditor should be aware that more than 
normal credit risk usually is present in this type of lending arrange-
ment. 
If large or unusual contracts of sale are involved, the auditor 
should consider field inspection to ascertain whether the properties 
show obvious signs of deterioration. When obvious conditions of de-
terioration- appear, the independent auditor should consider the possible 
need for an appraisal of the property that may result in a provision for 
loan losses. 
Reference should be made to the section on deferred income, page 63 
for a discussion of the supervisory regulations with respect to profit 
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on real estate sold. 
Investments in Real Estate Ventures 
The Accounting Standards Executive Committee has issued an exposure draft 
entitled Accounting for Investments in Real Estate Ventures. This statement, 
when finalized, will recommend appropriate accounting and reporting practices 
for associations with real estate venture arrangements. 
Investments in Service Corporations 
A number of savings and loan associations have equity investments in sub-
sidiary companies generally described as service corporations. The amount of 
investment in service corporations and the nature of activities in which 
service corporations are permitted to engage are governed by federal rules 
and regulations or by state law. 
Service corporations may engage in a broad range of activities, some 
of which require approval by the FHLBB before being undertaken. These ac-
tivities may involve rules and regulations of federal and state agencies 
in addition to those of the FHLBB and the FSLIC. The independent auditor 
should be familiar with the rules and regulations relating to investments 
in and activities of service corporations to the extent that noncompliance 
with these rules and regulations might materially affect the financial state-
ments being examined. 
An association having an investment in one or more subsidiary service 
corporations must file with the district director-examinations of the ap-
propriate FHLB district a report containing consolidated financial state-
ments. He may also be required to file separate reports for each entity in 
the consolidated group. The report containing consolidated financial state-
ments will include, either by footnote or in a schedule or schedules, the 
balance sheets and statements of income for the association and each of its 
service corporations included in consolidation. If separate reports of audit 
are issued, a copy of each such report will be filed. 
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In the event consolidated financial statements are clearly inappropriate, 
the equity method should be used in accounting for investments in 
unconsolidated subsidiaries as set forth in APB Opinion No. 18. 
Office Building, Equipment and Leasehold Improvements 
The audit procedures with respect to these assets should be the 
same as those customarily followed in the audit of other commercial 
and industrial enterprises and would include as appropriate the examina-
tion of documents in support of major additions and sales or retirements 
during the period under examination. Deeds and title insurance policies 
should be examined in support of major real property acquisitions. 
Evidence of insurance coverage should be obtained and reviewed in the 
light of present values and any co-insurance clauses contained in the 
policies. 
An investigation should be made of the association's policies with 
respect to capitalization, depreciation, repairs and maintenance, and 
obsolescence and the conformity of those policies with generally accepted 
accounting principles and their consistent application. The association's 
calculations of depreciation expense for the year should be checked, or 
appropriate tests made, and the total should be reconciled with charges 
to the association's operating accounts. 
Appropriate information should be obtained with respect to the 
total cost of any major expansion program and to the amount of any re-
lated commitments. Consideration should be given to the disclosure of 
commitments in the notes to the financial statements if amounts are 
material. 
The auditor should determine compliance with federal and state 
regulatory requirements and restrictions concerning an association's 
investment in office properties. 
When association premises are leased from others, the leases should 
be examined. Pertinent lease information should be recorded in the work 
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papers to support lease disclosures in the financial statements. 
FASB Statement No. 13 sets forth the principles applicable to accounting 
for leases including criteria for determining when leases should be 
classified as capital leases. 
Safe Deposit Box Operations 
A review should be made of the procedures used by the association 
in operating safety deposit vaults. Insurance policies covering 
liabilities which might be incurred in the operation of these vaults should 
be reviewed for compliance with applicable laws and regulations. 
Deferred Charges and Prepaid Expenses 
Items in this category usually consist of prepaid FSLIC insurance 
premiums, other prepaid insurance, prepaid property taxes, and prepay-
ments into the secondary insurance reserve of the FSLIC. 
Prepaid insurance premiums to the secondary reserve are the total 
of such payments made since 1961 as required by law, plus income earned 
on these payments by the FSLIC and added to the association's account, 
less the amounts used to pay the regular annual FSLIC insurance premiums 
and refunded to the association. 
The association's prepayments into the secondary insurance reserve, 
together with those of all other insured associations, consitute a 
secondary reserve of the FSLIC for possible industry-wide losses of 
the FSLIC, incident to its insurance of accounts. The FSLIC also main-
tains a primary reserve which must be depleted before the secondary 
reserve is charged with such losses. 
Public Law 93-101, 87 Stat. 342 dated August 16, 1973, provides 
for the liquidating of the secondary reserve over a period of ten years 
commencing in 1974. An association's pro rata shares will be refunded 
over the ten years. 
The cumulative amount of the prepayments should be confirmed di-
rectly with the FSLIC, and the independent auditor should determine 
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that the association's payments comply with existing regulations. 
The audit procedures with respect to other deferred charges and 
prepaid assets should be comparable to those used in the audit of other 
commercial and industrial enterprises. These procedures include a 
review of insurance policies and tax bills and analysis of the data 
to determine that deferral of charges to future periods is appropriate. The 
procedures also should include a review of applicable expense accounts to 
asscertain that they do not include material amounts properly deferrable 
to future periods. 
Other Assets 
The independent auditor should examine appropriate evidence sup-
porting the carrying value of the assets and should send confirmation 
requests as appropriate. 
Some associations provide memorandum control accounts under this 
category for their supplies of unissued travelers' checks, money orders 
and savings bonds. Such items should be counted at the time of the cash 
count and confirmation obtained as to the association's accountability. 
Savings Accounts 
Savings accounts are the principal source of funds of savings and 
loan associations. 
Passbook savings accounts historically have been the predominant 
form of savings accounts; however, in recent years there has been a 
substantial increase in the use of a variety of savings certificates. 
Passbooks are generally issued to savers; additions, withdrawals, and in-
terest payments are entered in the passbook by the association. How-
ever, some associations furnish periodic statements of transactions in 
lieu of furnishing passbooks. Certificates are issued in various forms 
with varying maturities and interest rates as permitted by the rules 
and regulations governing associations. Associations often provide other 
special purpose accounts such as periodic savings accounts which are paid to 
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the saver at the end of specific terms. Examples of these would 
include Christmas club accounts and investment club accounts. Interest 
rates on savings accounts are governed by Regulation "Q" of the Board of 
Governors of the Federal Reserve System. 
The Committee recommends disclosure of the composition of savings 
accounts. Items to be considered would be the distribution of savings 
accounts by interest rate and contractual maturities. 
Before beginning the examination of these accounts, the independent 
auditor should acquaint himself with the rules and regulations of the 
supervisory authorities and with the established policies and proced-
ures of the association pertaining to savings accounts. Further, be-
cause of the volume of transactions and the significance of savings 
accounts in relation to the statement of financial condition the indepen-
dent auditor should give particular attention to both the internal 
accounting control relating to these accounts and the accounting methods 
for recording transactions. 
Individual records are maintained for each saver. These records 
frequently are in the form of individual ledger cards, but many 
records are maintained on electronic data processing equipment operated by 
the association or a service bureau. In any event, each account is 
assigned a number and, in addition to general ledger control accounts 
for the various classifications of savings, sub-control accounts are 
usually maintained for numerical or alphabetical groups within each 
major classification. Signature cards are usually filed alphabetically 
to facilitate cross-referencing. 
Generally, savings transactions are recorded initially by the 
use of teller posting machines which simultaneously make an entry on a 
customer's passbook, when one is used. Several methods are used, however, 
to record the transaction on the customer's individual record maintained 
by the association. Many associations have installed "on line" window 
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posting machines which permit immediate entry of transactions into 
electronic data processing records. When the association maintains 
individual savings ledger cards, the cards and entries in the customers' 
passbooks may be posted simultaneously with the recording of transactions 
in the posting machine. A variation of this method, known as "back office 
posting", permits an association to post savings cards at a later time 
using the primary documents (deposit slips and withdrawal slips} as the 
bases for the entries. 
Subsidiary Ledgers 
Trial balances of the detail savings account ledgers should be 
obtained from the association and proved arithmetically or if necessary 
prepared by the independent auditor or prepared under the control of 
the independent auditor and reconciled with the general ledger control 
account. If prepared by the association, such trial balances should 
be test checked to the detail savings account ledgers. The reconciliation 
of subsidiary or detail ledgers may be performed by the association's 
staff working under the control of the independent auditor. In order 
to prevent improper adjustment of the accounts, adequate control must bar 
maintained over the ledgers until the reconciliation is completed. If 
internal accounting controls are satisfactory, the examination of savings 
accounts, including the balancing of ledgers, may be performed at a date 
other than the date of the statement of financial condition being audited. 
When detail procedures are performed at a date other than the date of the 
statement of financial condition, transactions between the audit date and 
financial statement date should be reviewed and tested. Procedures followed 
should be directed to determining that internal controls are satisfactory 
during the intervening period. 
Confirmation of Savings Accounts 
Confirmation of a selection of savings account balances (including 
certificate and bonus savings accounts) should be requested from savers. 
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Confirmation requests generally should be prepared as of the date se-
lected for performing other auditing procedures with respect to sub-
sidiary ledgers. They ordinarily should include a representative sample 
of active and inactive (dormant) accounts, accounts which have been close 
during the audit period, and large and unusual accounts. A general dis-
cussion of confirmation procedures appears on page 12. 
Investment Certificates 
When an association issues investment certificates, tests should be 
made of certificate records and of cancelled certificates for the shares 
withdrawn during the audit period. 
Bonus Accounts 
An association may have bonus savings accounts on which interest over 
and above the rate on its regular accounts is paid if certain conditions 
are met by the saver. Tests should be made to ascertain that the spe-
cified conditions are being met and that the association is making the 
proper interest accrual. 
Certain long-term savings accounts have interest rates higher than 
those paid on regular passbook savings. The account holder, however, 
is only entitled to the higher rate of interest by holding such accounts. 
to their maturity. Some of the accounts also provide for an "interest 
penalty" if there is an early withdrawal. The accounting for the in-
terest penalty is not consistently applied throughout the industry. 
In some cases, the interest penalty is recorded as income and in other 
cases, the penalty is recorded as a reduction of interest expense. 
The Committee believes that the penalty should be reported as a reduc-
tion of interest expense in the period that the penalty is assessed. 
Safekeeping for Members 
When an association holds issued certificates and savings passbooks 
in safekeeping for members, the independent auditor should perform such 
tests and confirmations as may be necessary in the circumstances giving 
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due weight to the effectiveness of internal accounting control procedures. 
Pledged Savings Accounts 
Savings accounts pledged as collateral for loans on savings accounts 
or as additional collateral for mortgage loans generally remain in the 
regular savings accounts control. Accounts pledged should be so designa-
ted and withdrawals thus restricted. 
Other 
Additional tests may include (but are not limited to) review of the 
control over origination of and access to signature cards; tests of daily 
withdrawal slips in relation to disbursement totals; the comparison of 
the withdrawal slips to the applicable ledger cards and signature cards; 
review of the control over origination and access to mailing address files; 
review of the control of mailing address files; review of the control of 
mail receipts; and tests to detect suppressed accounts. 
Internal accounting control over savings accounts is somewhat enhanced 
by the fact that the saver may be aware of discrepancies in his account 
balance through his passbook or statement received from the association. 
In cases where there is no activity in the savings account (dormant accounts) 
or in the cases of some long-term savings certificates where interest is not 
paid on a current basis or where statements are not mailed, this control 
feature is not present. Accordingly, associations' may adopt alternative 
control procedures over such accounts, for example, verification of activi-
ty. The auditor should be familiar with association policies and procedures 
and should consider them in performing compliance and other audit tests. 
Refer to page 75 of this Guide for a discussion of interest paid on 
savings accounts. 
Advances From Federal Home Loan Bank and Other Borrowed Money 
Members of the FHLB system are permitted to borrow funds from the FHLB 
for expansion (funds to meet increased demand for loans) or for withdrawals 
(funds to meet withdrawals by savings account holders). These advances may 
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be either short-term or long-term. The borrowing member's FHLB stock 
is pledged against all advances and, generally, a portion of the 
association's loan portfolio also is pledged. It is also possbile that 
other assets may be pledged. 
Borrowings also may be obtained from sources other than the FHLB on 
either a secured or an unsecured basis. 
The legal limitations on borrowings from the FHLB and other sources 
are detailed in the Regulations for the Federal Home Loan Bank System. 
The full borrowing power prescribed by those regulations is not normally 
available to an association as available credit lines usually are 
determined by administrative policy pronouncements from the FHLBB. 
Further, the various FHLBs may control the credit lines of member asso-
ciations on a case-by-case basis. 
When loans are pledged as collateral to the FHLB, the association 
normally retains possession of the loan documents under a trust agreement 
with the FHLB. The FHLB frequently requests that the independent auditor 
report to them that he has performed specific tests related to the pledged 
loans. 
Confirmation of the terms and amounts of advances and other loans 
and related collateral should be obtained from the lender. It should be 
noted that the interest rate on borrowings from the FHLB may not be in 
agreement with the rate stated in the loan agreement because of rate 
adjustments by the FHLB. 
Due Federal Reserve Bank for Savings Bonds Sold 
The liability to the Federal Reserve Banks (FRB) for Series E bonds sold 
should be compared with the inventory and remittance reports submitted to 
the FRB and differences explained. This should be done at the time the 
unissued and redeemed bonds on hand are counted in conjunction with the 
cash count, as discussed previously. (See "Confirmation," page 12, and 
"Other Assets," page 49 of this Guide). 
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Advance Payments From Borrowers for Taxes and Insurance 
Many associations require borrowers to make monthly payments in 
addition to principal and interest in order to accumulate funds from which 
the association can pay property taxes and insurance premiums. The 
balances of these accounts are often referred to as "escrow accounts" 
or "impounds". 
Trial balances of the detail ledgers should be prepared by the 
independent auditor or obtained from the association and proved arith-
metically and reconciled to the general ledger control account. If 
prepared by the association, such trial balances should be test-checked 
to the detail ledgers. 
Confirmation of these balances should be requested in conjunction 
with the confirmation of borrowers' loans. It may be necessary to 
furnish borrowers with the amounts paid by the association for insurance 
and taxes as shown by receipted invoices and tax bills. When there are 
special legal requirements under contracts or statutes (such as for 
segregating the related cash or establishing trust funds), compliance 
with these requirements should be tested and the special funds and re-
lated liability separately identified in the association's balance sheet 
or disclosed in a note to the financial statements. 
Unapplied Loan Collections 
Under some systems, collections received on loans are credited to this 
account until the proper allocation is determined. The independent 
auditor should review this account to ascertain that it is being properly 
maintained and, if material, the amounts should be reclassified for 
financial statement purposes. 
Income and Franchise Taxes Payable 
In addition to the tax law applicable to corporations generally, 
special provisions are provided in subchapter H of the Internal Revenue 
Code for savings and loan associations, provided an association meets 
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certain definitional requirements contained in the Code. The most 
significant provision deals with the allowable bad debt reserve addi-
tion and provides generally for a deduction in an amount equal to a 
percentage of taxable income (such percent decreases from 42 percent 
in 1977 to 40 percent in 1979), subject to certain limitations and re-
quirements. This annual deduction permitted by the Code generally dif-
fers significantly from the bad debt experience upon which determination 
of pretax accounting income is based. Another significant provision 
treats real property acquired in settlement of loans as having the same 
character as the loan which it secured. Accordingly, the act of fore-
closure is not a taxable event and the property has the same tax basis 
as that of the related loan. For tax purposes, provisions for estimated, 
losses on loans and property acquired in settlement of loans, and any 
gains or losses on sales of such property are not included in the deter-
mination of taxable income but are charged or credited, as appropriate, 
to the accumulated bad debt reserves. Typically, savings and loan as-
sociations report operations on the cash basis for tax purposes, but 
maintain their books and report to regulatory agencies and shareholders 
on the accrual basis. 
Tax allocation required under APB Opinions, including APB Opinion 
No. 11, is applicable to savings and loan associations. The APB deter-
mined in Opinion No. 23 that tax allocation for savings and loan asso-
ciations is not required for the "difference between taxable income and 
pretax accounting income attributable to a bad debt reserve ..." Under 
these opinions, the income tax provision should be based upon income 
used for financial reporting, adjusted to treat the provisions for es-
timated losses on loans and property acquired in settlement of loans, 
and gain or losses on sales of such property in accordance with the 
Internal Revenue Code. 
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In determining the amount on which tax allocation is not required, 
paragraph 21 of APB Opinion No. 23 defines certain terms. This para-
graph reads as follows: 
The term pretax accounting income, as used in this section, 
represents income or loss for a period, exclusive of related 
income tax expense, determined in conformity with generally 
accepted accounting principles. The term taxable income, 
as used in this section, represents pretax accounting income 
(a) adjusted for reversal of provisions for estimated losses 
on loans and property acquired in settlement of loans, and 
gains or losses on the sales of such property, and adjusted 
for permanent differences, and (b) after giving effect to the 
bad debt deduction allowable by the United States Internal 
Revenue Code assuming the applicable tax return were to be pre-
pared based on such adjusted pretax accounting income. 
Paragraph 23 contains the following conclusion; 
The Board concludes that a difference between taxable income 
and pretax accounting income attributable to a bad debt re-
serve that is accounted for as part of the general reserves 
and undivided profits of a savings and loan association may 
not reverse until indefinite future periods or may never re-
verse. The association controls the events that create the 
tax consequence, and the association is required to take 
specific action before the initial difference reverses. There-
fore, a savings and loan association should not provide income 
taxes on this difference. However, if circumstances indicate 
that the association is likely to pay income taxes, either 
currently or in later years, because of known or expected re-
ductions in the bad debt reserve, income taxes attributable to 
that reduction should be accrued as tax expense of the current 
period; the accrual of those income taxes should not be accoun-
ted for as an extraordinary item. 
The independent auditor should review computations of income and 
franchise tax accruals. He should be familiar with the specific pro-
visions of federal, state, and local revenue laws and regulations 
affecting savings and loan associations. 
His review should include the following steps: 
1. Ascertain whether the association complies with the defin-
itional requirements of the Internal Revenue Code to qualify 
for the specialized tax treatment accorded a savings and 
loan association. 
2. Ascertain whether the amounts of any permanent differences, 
including provision for estimated losses on loans and 
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property acquired in settlement of loans, and gains or losses 
on the sales of such property have been determined properly. 
3. Ascertain whether the bad debt deduction has been computed 
properly by multiplying the current percentage provided in 
the Internal Revenue Code by the adjusted pretax accounting 
income (as defined in paragraph 21 of APB Opinion No. 23). 
4. Ascertain that the bad debt deduction so computed is not in 
excess of either the current six percent limitation, which 
is based on loans outstanding at the end of the year, or the 
current twelve percent limitation, which is based upon year 
end aggregate savings account balances. For this purpose, the 
accumulated balance of the bad debt reserves should have 
been calculated as if all tax returns for the association 
were prepared based on adjusted pretax accounting income. 
Ascertain whether provision has been made for any adjust-
ments resulting from examinations of tax returns by taxing 
authorities. 
6. Review the segregation of the income tax expense between cur-
rent and deferred income taxes. 
Application of Paragraph 21 of APB Opinion No. 23 
The application of paragraph 21 of APB Opinion No. 23 is illustrated 
by the example on the following page. The column "Federal Income Tax 
Return" is presented to illustrate the difference, resulting from timing 
differences, between the bad debt deduction computed under the pro-
visions of APB Opinion No. 23 and the deduction allowable on the federal 
income tax return. 
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Reconciliation of "Pretax Accounting Income" to "Taxable Income" 
Federal 
Income 
Financial Tax 
Statements Return 
Income per financial statements, before 
income taxes (Pretax accounting in-
come) $800,000 $800,000 
Adjustments; 
Provision for losses on loans and prop-
erty acquired in settlement of loans 60,000 60,000 
Gain on sale of property acquired in 
settlement of loans (25,000) (25,000) 
Other permanent differences: 
Officers' life insurance premiums 3,000 3,000 
Municipal bond interest (35,000) (35,000) 
Unallowable deductions 2,000 2,000 
Dividends on pre-1942 FHLB stock ( 1,000) ( 1,000) 
Timing differences: 
Accelerated depreciation - (25,000) 
Loan fees _ __ -_ 75,000 
Adjusted pretax accounting income 
(Taxable income before bad debt de-
duction) 804,000 
854,000 
Bad debt deduction (42% thereof for 
1977) 337,680 358,680 
Taxable income $466,320 
(Taxable income per federal income 
tax return) $495,320 
Tax thereon (assumed 50% rate and use of 
"net change" basis) $233,160 $247,660 
Under paragraph 23 of ABB Opinion. No. 23 the association would not be re-
quired to provide income taxes on the difference of $337,680 between 
"taxable income" and "adjusted pretax accounting income." In this il-
lustration, the current year's tax provision would be $233,160 of which 
$247,660 would be currently payable and the difference of $14,500 relat-
ing to timing differences, deferred either as a prepaid- tax or reduction 
of deferred taxes previously provided. 
If, in the above example, the cumulative bad debt reserve balance on 
"qualifying real property loans" (QLR) , as defined by the United States 
Internal Revenue Code, was such that the $337,680 bad debt deduction 
would cause the balance of the reserve to exceed the 6% limitation based 
upon total qualifying real property loans outstanding at year end, then 
"taxable income" would be computed as shown on the following page. 
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Financial Statements Federal Income Tax Return, 
Adjusted pretax accounting in-
come (from above). $804,000 
(Taxable income before had 
debt deduction-from 
above) $854,000 
Qualifying Real Property 
loans at year end $ 4 1 , 5 8 0 , 0 0 0 $ 4 1 , 5 8 0 , 0 0 0 
Six percent thereof 2,494,800 2,494,800 
Cumulative balance of QLR 
(the difference between 
the balance for book 
and tax purposes repre-
sents the cumulative 
effect of prior timing 
differences) $2,385,800 $2,000,000 
Adjustments: (from 
above) Provision for 
losses on loans and 
property acquired in 
settlement of loans (60,000) (60,000) 
Gain on sale of property 
acquired in settlement 
of qualifying real 
property loans (net) 25,000 25,000 
Adjusted balance of QLR 2,350,800 1,965,000 
Bad debt deduction. (42% of 
adjusted pretax accounting 
income(taxable income be-
fore bad debt deduction 
for federal income 
tax return), limited to 
amount which increases 
adjusted balance of QLR 
to 6% of qualifying real 
property loans at year end) 144,000 358,680 
Taxable income 
(Taxable income per federal $660,000 
income tax return) — — $495,320 
Tax thereon (assumed 50% rate 
and use of "net change" bases) $330,000 $247,660 
In this illustration under paragraph 23, the association would not be 
required to provide income taxes on the $144,000 difference. The current 
year's tax provision would be $330,000, of which $247,660 would be currently 
payable and the balance of $82,340 which relates to (1) the tax effect of 
timing differences and (2) reaching the 6 percent limitation on the bad debt 
reserve on the financial statement basis prior to reaching the limitation on 
the tax return basis, would be deferred. 
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General Reserve Appropriations and Disclosure 
Paragraphs 24 and 25 of APB Opinion No. 23 read as follows: 
24. Disclosure. Information that should be disclosed in notes 
to financial statements of a savings and loan association 
concerning bad debt reserves that are accounted for as part 
of the general reserves and undivided profits includes: 
a. The purposes for which the reserves are provided under 
the applicable rules and regulations and the fact that 
income taxes may be payable if the reserves are used 
for other purposes, and 
b. The accumulated amount of the reserves for which income 
taxes have not been accrued. 
25. The disclosure- requirements set forth in paragraph 24 also 
apply to a parent company of a savings and loan association 
accounting for that investment either through consolidation 
or by the equity method. 
The disclosure requirements and recommendations of APB Opinion No. 11, 
particularly paragraphs 60 and 63, are appropriate for fair presentation 
of financial statements in accordance with generally accepted accounting 
principles.* Disclosures under APB 11 may include: 
1. The reasons for and amounts of tax effects of the various types of 
timing differences. 
2. Differences between the effective income tax rate indicated in the 
income statement and the statutory federal income tax rate. 
Savings and loan associations frequently are members of an affiliated 
group of corporations which sometimes comprise a holding company, the 
* In November 1973, the SEC issued Accounting Series Release No. 149 
(ASR No. 149) which amended Rule 3-16(o) of Regulations S-X to provide 
for additional disclosures of items affecting income tax expense in 
financial statements filed with the SEC. The additional detailed 
disclosures required by ASR No. 149 may exceed those required by 
generally accepted accounting principles as set forth in APB Opinion 
No, 11, 
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association, and subsidiaries of either or both, and sometimes consist 
only of the association and its subsidiaries. If a savings and loan 
association joins with its affiliates in filing a consolidated federal 
income tax return, it is necessary to allocate the consolidated income tax 
liability among the affiliated companies. When a savings and loan association 
is a member of a consolidated group, the separate financial statements of 
each member will require a determination of a provision for income taxes 
for the savings and loan association and each of its affiliates. Such 
determination may be complex, particularly if one or more members of the 
group have a net operating loss deduction, or available investment tax 
credits or foreign tax credits. 
There are several methods of tax allocation followed in preparing 
separate financial statements for individual members of a consolidated 
group. These methods include allocating the tax based upon the income 
or tax attributable to the association, as compared to the total income 
or tax of the group, or on the basis of the hypothetical tax liability which 
would have been incurred had the member filed separate income tax 
returns. 
A problem in income tax allocation may arise when, for tax planning 
reasons, it is anticipated that the savings and loan association may forego 
its statutory bad debt deduction due to the availability in the consolidated 
return of operating losses or tax credits; the question then arises as to 
the manner in which the separate tax provision should be computed for the 
association. One view is that the separate tax provision for the association 
should be computed as if the maximum allowable bad debt deduction permitted 
under the tax laws is claimed. A second view is that the tax provision 
should not reflect a bad debt deduction which is not claimed in the 
consolidated income tax return. 
The subject of income intercorporate tax allocation is currently under 
consideration by the Accounting Standards Executive Committee. Therefore the 
Committee on Savings and Loan Associations is not taking a position on this 
matter at this time. 62 
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Issuance of Mortgage-Backed Securities 
Associations may, subject to limitations and eligibility requirements, 
issue bonds collateralized by pools of whole real estate loans (mortgage-
backed bonds). If the amount of mortgage-backed bonds is material, they 
should be shown separately on the statement of financial condition- and all 
significant terms (e.g., collateral amount, interest rate, repayment terms) 
should be disclosed in a footnote to the financial statements. 
Debentures and Subordinated Debt 
Federal regulations now permit the issuance of subordinated debt 
securities for a term of not less than seven years. Subordinated debt 
securities issued by savings and loan associations should be classified 
as debt on the association's statement of financial condition. Even though 
these securitites may be wholly or partially considered as "net worth" for 
certain regulatory purposes, they are debt instruments that require 
repayment. Accordingly, they should be classified as debt for financial 
statement purposes. 
Other Liabilities 
The accounts classified as other liabilities comprise accrued expenses 
and other items not specifically included in the liability accounts 
previously discussed. The audit procedures are similar to those 
followed in audits of other commercial and industrial enterprises. 
Deferred Income 
In compliance with regulatory requirements, certain income items are 
deferred and amortized over future periods. The independent auditor should 
be alert to the possibility that deferred income accounts, established to 
conform to regulations of the FHLBB, may be in conflict with generally 
accepted accounting principles. When deferral methods are in conflict 
with pronouncements of authoritative accounting bodies and have a material 
effect on the financial statements, appropriate adjustments should be made 
in the financial statements; otherwise, the auditor will be required to modify 
his opinion. 63 
Some of the items deferred under present supervisory regulations are 
as follows: 
1. Unrealized profit on real estate sold. Federal regulations 
require that profit on the sale, which is not received in cash, 
shall be deferred and recorded as income to the extent principal 
payments are received. (See "Gains and Losses on Sale of Real 
Estate Owned," page 43 of this Guide.) 
2. Gains or losses on security transactions. Federal regulations 
provide that, as an alternative to recognizing such gains and 
losses when realized, an association could, during 1970 and 
1971, elect to defer and amortize over a period not to exceed ten 
years all gains and losses (net of related taxes) result-
ing from the disposition of any securities if such disposition 
is part of a plan adopted for the purpose of meeting liquidity 
requirements and is consistently followed with respect to all 
such transactions. 
3. Interest earned but uncollected. Associations may charge accrued 
interest to loan accounts; but in some states they must defer 
100 percent of the accrual. 
4. Unearned loan fees and loan fees corrected in advance. These 
are loan fees in excess of those which may be taken directly 
as income as defined in the FSLIC regulations. 
5. Unearned discounts on purchased loans. Present federal regula-
tions require that these discounts be deferred and amortized over 
a specified period. 
6. Unearned discount on home improvement and consumer loans. 
Interest is added to the principal of the original loan and is 
amortized over the life of the loan. 
The regulatory accounting treatment described for the items above may 
be in conflict with generally accepted accounting principles, although 
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results of such treatment in some instances may not be materially 
different from those obtained if generally accepted accounting principles 
were followed. 
Unearned discounts on purchased loans and unearned interest and finance 
charges included in the face amount of loans should be amortized on the 
interest method over the expected term of the related loans. The 
unamortized balance should be shown separately and deducted from the 
related loans in the statement of financial condition. 
Interest on loans is sometimes paid in advance by the borrower or 
it may be deducted by the association from loan proceeds. Such amounts 
should be deferred and reported as income as the interest is earned. 
Accounting for home improvement and consumer loans should follow 
requirements set forth in the AICPA - industry audit guide for Audits of 
Finance Companies. 
Tests should be made of the computation of amounts deferred and 
amounts recorded as income during the period. The auditor should 
consider whether any class or item of recorded income should be deferred. 
Capital Stock 
A number of states provide for capital stock associations, i.e, 
associations which are authorized by state charter to issue and sell 
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capital stock (called permanent reserve shares, guaranty stock or 
guarantee stock) to investors. 
The auditing procedures in connection with capital stock issued by 
a savings and loan association are generally the same as for any other 
corporation. 
Some associations may form time to time issue stock dividends to 
their investors. Unless the stock is closely held, generally accepted 
accounting principles require that such stock dividends be recorded at 
fair market value in compliance with ARB No. 43, Chapter 7, Section B. 
However, state supervisory authorities may prohibit recognizing any 
amount on the books in excess of par value or the book value of the stock 
at the time issued. When such prohibition materially distorts the financial 
position of the association, the auditor should consider modifying his 
opinion. 
Retained Earnings 
Retained earnings should be shown as a single item on the statement 
of financial condition. If appropriate or required, a regulatory reserve 
account analysis can be presented in the statement of retained earnings 
or stockholders' equity. The financial statements should disclose any 
significant restrictions on the use of retained earnings for the payment 
of dividends. These restrictions would include absolute restrictions, 
such as those imposed by regulatory reserve requirements, state laws 
or credit agreements and those restrictions resulting from the accumu-
lation of untaxed bad debt deductions for federal and/or state income 
tax purposes. If appropriate, a notation should be made beside the 
retained earnings account on the statement of financial condition indi-
cating that the retained earnings is "substantially restricted". 
General Reserves 
The term "general reserves" refers to the statutory reserves established 
by an association for the sole purpose of absorbing losses but does not 
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include valuation allowances. Usually the general reserves have been 
established by appropriation of retained earnings; however, they may be 
created by the placing of restrictions on other net worth accounts such 
as capital stock or paid-in capital. Additions are made in accordance 
with rules and regulations of federal and state supervisory authorities. 
In a broad sense, general reserves may encompass one or more accounts of 
an association usually described as follows: 
o General reserve 
o Federal insurance reserve 
o Reserve for contingencies 
o Legal reserve 
o Reserve for bad debts 
While general reserves are, in accordance with supervisory rules: 
and regulations, provided to "absorb losses," they comprise a part of 
the equity or net worth of an association and accordingly should not be 
substituted for valuation allowances. Valuation allowances, when 
required, must be deducted from the specific assets to which they apply 
and should not be confused with general reserves. General reserves as 
discussed herein refer to appropriations of retained earnings and not to 
reserves for general or unspecified business risks as discussed in 
paragraph 14 of FASB 5. The accounting and disclosure requirements are 
discussed in paragraph 15 of FASB 5. 
Supervisory Reserves 
All federal associations are required to maintain a "federal insurance 
reserve" or other optionally named reserves for the sole purpose of 
absorbing losses in accordance with requirements of the Rules and 
Regulations for the Federal Savings and Loan System and the Rules and 
Regulations for Insurance of Accounts. 
State-chartered associations insured by the FSLIC must maintain a 
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federal insurance reserve in accordance with Rules and Regulations for 
Insurance of Accounts and must also meet the requirements of any state 
laws and regulations requiring the maintenance of reserves. Frequently, 
reserves established to meet the requirements of federal regulations 
if appropriately designated, will be adequate to meet the requirements 
of state reserve laws and regulations. 
The charters of some associations may contain provisions relating 
to reserve requirements. In some special situations, agreements with 
or restrictions imposed by supervisory authorities may affect reserve 
requirements. 
Income Tax Reserve for Bad Debts 
If a savings and loan association meets certain special tests and 
limitations provided in the Internal Revenue Code, deductions from tax-
able income are. permitted for annual additions to a reserve for bad 
debts, computed in accordance with special provisions of the Code. The 
special tests provided in the Code and federal income tax regulations 
pertain principally to investments in qualifying assets, and to the 
percentage of qualifying gross income to total gross income. For 
federal income tax purposes, the reserve for bad debts need not be 
separately identified in financial statements and may be greater or less 
than the supervisory reserves previously described. In any event, an 
association must comply with both the supervisory regulations governing 
the general reserves and the Internal Revenue Code and the related regulations 
governing the income tax reserve for bad debts. 
The Accounting Principles Board concluded in Opinion No. 23 that 
tax allocation is not required for the difference between taxable income 
and pretax accounting income attributable to a tax bad debt reserve. If 
circumstances indicate that the association is likely to pay income 
taxes, either currently or in later years, because of known or expected 
reductions in the tax bad debt reserve for other than bad debt losses, in-
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come taxes attributable to that reduction should be accrued as tax 
expense of the current period; the accrual of those income taxes should 
not be accounted for as an extraordinary item. 
In considering the likelihood of payment of income taxes because of 
reductions in reserves (other than from bad debt losses charged to the 
reserves), consideration should be given to whether the association is 
likely to take any action which will create a tax liability and whether, 
under existing rules and regulations, supervisory authorities will permit 
the use of such reserves for purposes which will create a tax liability. 
Such consideration would apply to both capital stock and mutual associa-
tions, although, with rare exceptions (for example, liquidations), dis-
tributions by mutual associations to their members are deductible for 
tax purposes. It is unlikely that any future income tax would become 
payable as a result of the use of general reserves for this purpose. 
The independent auditor ordinarily should obtain written representations 
from management to the effect that no action has been taken, nor is any 
action contemplated, that would cause any portion of the general re-
serves to be subject to income tax. 
Unappropriated Retained Earnings 
Unappropriated retained earnings (frequently called undivided 
profits in the accounts of mutual association) represents the undis-
tributed and unappropriated income of the association retained for 
general corporate use. 
Audit Considerations 
The independent auditor should become familiar with the reserve 
requirements of the association's charter and applicable state 
regulations and the Rules and Regulations for the Federal Savings and 
Loan System. With respect to all associations insured by the FSLIC, 
the auditor should also consider the applicable requirements of the 
Rules and Regulations for Insurance of Accounts. 
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He should also be familiar with the special provisions of federal, 
state, and local tax laws affecting the reserves of savings and loan 
associations. 
The independent auditor should review the general reserves for 
compliance with applicable rules and regulations and should consider 
whether disclosure should be made of any deviations. The independent 
auditor should also consider whether such deviations should be discussed 
with the supervisory agent and the district director-examinations. 
The auditor should determine if there are any significant restric-
tions on the use of retained earnings for the payment of dividends. 
These restrictions would include absolute restrictions, such as those 
imposed by state laws or credit agreements and those restrictions resul-
ting from any additional income tax requirement before payment of divi-
dends. 
Income 
For most savings and loan associations, the principal source of income 
is derived from interest on loans (mortgage, property improvement, share, 
real estate sold under contract, etc.). Other prime sources include 
loan origination fees, loan commitment fees, other loan fees and service 
charges, income from security investments, insurance commissions, escrow 
and trustee fees, rentals from REO and gains on sale of real estate. 
Other sources of income may include appraisal fees, membership and trans-
fer fees, fines and rental of safe deposit boxes. An association's poli-
cies with respect to recording income should be determined and sufficient 
tests made to ascertain that these policies are consistently applied and 
that they are in accordance with generally accepted accounting principles 
Any material fluctuations in income should be investigated and sa-
tisfactory explanations obtained. 
Loan Origination Fees. 
Savings and loan associations usually collect fees for loan origina-
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tions. The Committee believes that the normal origination fee is es-
sentially a reimbursement for the costs of the underwriting process of 
obtaining appraisals, processing the loan application, reviewing legal 
title to the real estate, and other procedures. The Committee believes 
that to the extent they are a reimbursement for such costs, origination 
fees should be recognized in income at the time the loan is made, since 
the: costs of these services are charged to expenses as incurred. Any 
fees in excess of this amount should be accounted for as an adjustment of 
yield. Since the identification of origination costs is extremely dif-
fiicult, the Committee believes that fees in an amount not in excess of 
amounts allowable by FSLIC regulations as acquisition credits may be 
recorded as income at loan closing, because fees based on such amounts 
will generally not exceed origination costs. Any unamortized loan origina-
tion fees included in the face of the loan should be shown separately and 
deducted from the related loans in the statement of financial condition. 
Loan Commitment Fees 
A loan commitment fee represents a charge levied by an. association 
when entering into a binding agreement to make or purchase loans at a 
future date. The fee, generally received in advance and usually non-
refundable,. guarantees the availability of financing in the future to the 
loan applicant or seller of loans. 
The Association should carefully review all the circumstances rela— 
ted to the financing transaction in determining the proper accounting 
for commitment fees. For federal regulatory purposes, commitment fees 
may be regarded as acquisition credits, which are subject to specific 
regulatory requirements that may require immediate recognition as income 
oar deferral and amortization in amounts and at times not in accordance 
with: generally accepted accounting principles. (See page 8 for a discus-
sion of how variances between generally accepted accounting principles and 
regulatory requirements are treated in reports to the FHLBB.) 
While the types of commitment fees charged may vary and are limited 
only by the imagination of borrowers and lenders, commitment fees may 
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be identified as one or more of the following: 
A. A fee paid for providing financing at the market rate in 
existence at the time the loan is drawn down. 
B. A fee paid to guarantee the borrower a loan at or near the 
market rate at the time the commitment is made, thereby 
assuring him financing at rates no higher than the prevailing 
market rate at the time the commitment is made. 
C. A fee paid to the lender which, in reality, is an adjustment of 
interest rate. 
D. A fee paid to obtain a commitment for "take out" financing 
which provides the guarantee that the construction lender will be 
taken out of the loan. In this situation, the ultimate take down 
of the loans may not occur. The purpose of obtaining the commit-
ment may indeed be achieved with the mere issuance of a commit-
ment letter with little expectation that the loans committed will 
ever ultimately be drawn down. 
The accounting recognition of income from commitment fees has fol-
lowed a number of methods, including the following: 
1. The fee is recognized in full when received. 
2. The fee is recognized when the commitment period has expired or the 
loan has been drawn down. 
3. The fee is recognized ratably over the commitment period. 
4. The fee is recognized ratably over the combined commitment and 
loan period. If the loan is not drawn down, the balance of the 
fee is recognized at the expiration of the commitment period. 
The Committee believes that commitment fees collected by a savings 
and loan association generally represent compensation for a combination 
of services and may include, for example, an adjustment of the interest 
rate on the loan, a fee for earmarking funds, and/or an offset of under-
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writing, costs. The accounting treatment for commitment fees should be 
based on the nature and substance of the transaction. The immediate re-
cognition method (Alternative 1) does not give sufficient consideration 
to the nature and substance of a commitment fee, and therefore, should no 
longer be considered appropriate. Further, the Committee believes that 
commitment fees should be deferred and amortized in accordance with their 
primary purpose, as outlined below. 
Residential loans 
Savings and loan associations are primarily engaged in making or 
purchasing loans collateralized by a residence. For this purpose, a 
residence is defined as a dwelling unit designed for use by primarily 
a single family. Many savings and loan associations also provide bor-
rowers permanent financing in connection with the construction of a 
residence. A commitment is often entered into to make or purchase a resi-
dential loan at the market interest rate that will be in existence at the; 
time the loan is drawn down or the purchase transaction settled. The 
Committee believes that commitment fees relating to this type of 
residential loan normally do not represent a yield adjustment, but a 
fee for earmarking funds. It acknowledges that a prerequisite to this 
belief is the ability of the association to compare the interest rate 
charged on a particular loan to objectively determinable current market 
rates applicable to other similar loans. The Committee believes that 
the large volume of lending activity by associations in residential 
loans provides them with this ability. In these cases, the commitment 
fee should be deferred and amortized over the commitment period using 
the straight-line method of amortization. 
A commitment may also be made to guarantee borrowers a residential 
loan at a fixed rate, generally at or near the market interest rate at 
the time the commitment is made. As a general rule the Committee be-
lieves that it is not practicable to separate a commitment fee for this 
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type of arrangement (i.e., fixed rate) into its components, and there-
fore it should be deferred and amortized over the combined commitment 
and loan period (the average loan life expectancy for similar type resi-
dential loans). The straight-line method of amortization should be used 
during the commitment period and the interest method should be used for 
the remaining balance during the loan period. Deferred commitment fees 
should be taken into income at the end of the commitment period if the 
loan is not funded. 
When this latter type of commitment (i.e., fixed rate) is made for a 
loan collateralized by an existing residence, it is expected that the 
time necessary to process the loan application will not exceed 30 to 
60 days. The association will enter into this type of agreement because 
the market rates for residential loans historically have not fluctuated 
significantly over such a short period. Under these circumstances, as 
a practical matter, it usually would be acceptable to amortize this type 
of commitment fee over the commitment period if it can be concluded that 
the market interest rate expected to exist at the time the loan is drawn 
down or the purchase transaction settled will not be significantly dif-
ferent from the rate stated in the commitment. 
The period related to commitments for providing construction finan-
cing, or to commitments for providing permanent (take out) financing on 
construction loans may vary; however, it customarily relates to the 
period necessary to construct the residence, which will normally exceed 
60 days. Because of the lengthy or indefinite time period inherent in 
these types of commitments, the Committee belives that it is not practi-
cable to separate the fee received for a fixed rate commitment into its 
components, and therefore it should be amortized over the combined com-
mitment and loan period. The straight-line method of amortization should 
be used during the commitment period and the interest method should be 
used for "the remaining balance during the loan period. Deferred 
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commitment fees should be taken into income at the end of the com-
mitment period if the loan is not funded. 
Non Residential Loans 
Commitment fees relating to loans other than residential cannot 
be practicably separated into their components. This is particularly 
true for loans which are routinely unique in nature, such as commercial, 
subdivision, apartment, land acquisition, and land development loans. 
The Committee believes that it is difficult to determine comparable 
market rates and whether fees represent yield adjustments or fees for 
earmarking funds for these types of loans, and therefore believes that 
the related commitment fees should be deferred and amortized over the 
combined commitment and loan period (the average loan life expectancy 
for a particular category of loans). The straight-line method of 
amortization should be used during the commitment period and the in-
terest method should be used for the remaining balance during the loan 
period". Deferred commitment fees should be taken into income at the 
end of the commitment period if the loan is not funded. 
When an association enters into a commitment to provide "take-
out", financing (which provides a guarantee that the construction con-
tractor will be taken out of the loan) for any of the non-residential 
types of loans described above, the commitment fee should be deferred 
and amortized over the combined commitment and loan period as discussed 
in the preceding paragraph. If the "take down" does not occur, the 
unamortized balance of the commitment fee should be taken into income 
when all contingencies related to the commitment have expired. Any 
unamortized loan commitment fees included in the face of the loan should 
be shown separately and deducted from the related loans in the statement 
of financial condition. 
Expenses 
Interest on Savings Accounts 
Interest paid or credited on individual savings accounts during the 
audit period should be tested for proper computation and recording 
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in the accounts. In addition, an overall test should be made of the 
total interest paid or credited during the period. 
The independent auditor should ascertain the date to which interest 
on savings accounts has been recorded on the books of the Association. 
When this date does not coincide with the audit date, an adjustment for 
statement purposes would be appropriate if the amount is material. 
Otherwise, it may be necessary for the auditor to modify his opinion on 
the financial statements;. 
Other Expenses 
The examination of other expenses should be substantially the same 
as the procedures followed in other industries, performed in accordance 
with generally accepted auditing standards. 
Accounting for Business Combinations of Associations 
General principles of accounting for combinations of business cor-
porations and guides for application of these principles are set forth 
in APB Opinion No. 16. Since savings and loan associations possess 
the relevant characteristics of other business corporations, the Com-
mittee believes Opinion No. 16 is equally applicable to business combina-
tions of capital stock associations, two or more mutual associations, 
or a capital stock association and one or more mutual associations. 
Although mutual associations have no capital stock, the holders of 
savings accounts may be regarded as having a form of equity interest in 
these associations. Therefore, if a merger, or other combination in-
volving one or more mutual association meets the applicable criteria 
(other than those pertaining to stock ownership) set forth i n APB Opin-
ion No, 16, the combination should be accounted for by the pooling of in-
terests method. All other combinations should be accounted for by the 
purchase method as described in APB Opinion No. 16 and FASB Interpreta-
tion No, 9, Applying ABP Opinions Nos. 16 and 17 When a Savings and Loan 
Association or a Similar Institution is Acquired in a Business Combina-
tion Accounted for by the Purchase Method. 
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REPORTING 
The independent auditor reporting on the financial statements of 
savings and loan associations is governed by the same generally accepted 
auditing standards as apply to the financial statements of companies in 
other industries. These standards are described in statements on auditing 
standards issued by the Auditing Standards Executive Committee of the 
AICPA. 
Insured associations are subject to accounting rules prescribed by 
the FHLBB under the Rules and Regulations for Insurance of Accounts. 
Thus, the independent auditor occasionally may encounter accounting re-
quirements which are at variance with generally accepted accounting prin-
cipleSo. In view of this, special attention is directed to sections 
544.02 and .04 of SAS No. 1, which deal with reporting on regulated 
companies, SAS No. 14, Special Reports, and paragraphs 15-18 of SAS Nov 2, 
dealing with reporting where there is departure from a generally ac-
cepted accounting principle or promulgated accounting principle. Some 
of the more common variances which may be encountered stem from the ac-
counting requirements for items such as: 
1. The amortization of premiums or discounts on loans; 
2. Real estate owned; 
3. Report presentation of undisbursed portion of loan commitments; 
4. Recording of profits or losses from the sale of real estate 
owned; 
5. Gains or losses on security transactions; 
6. Deferral of loan fees; 
7. The provision for losses on loans; and 
8. Distribution of stock dividends. 
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Where variances from generally accepted accounting principles are 
material in amount, the independent auditor must use judgment in de-
termining how to modify his opinion. The auditors report should specifical 
ly refer to the variance and should give a clear explanation of the nature 
of the modifications and the effect on the variance, if applicable, on 
the financial condition and results of operations. Situations may arise 
where the management of an Association agrees with the auditor's recom-
mended adjustments, but does not record the adjustments because it must 
file regulatory reports on a different basis. In such cases, it may be 
acceptable to reflect the unrecorded adjustments in the Association's 
files and in the auditor's report, showing a reconciliation of the dif-
ferent bases. (See page 8 for a discussion of the reporting of dif-
ferences.) 
The FHLBB Statement of Policy Concerning Acceptability of Auditors 
and Audits and its PA Bulletins state the FHLBB requirements for audits 
of savings and loan associations. The bulletins provide that the auditor 
should make reference to any separate report to the Association's Board 
of Directors, such as reports on internal accounting control. In this 
Guide, illustrations of the auditor's report for a mutual association 
appear on page 80, for a stock association on page 94. 
Other specific requirements of the FHLBB pertaining to the scope of 
the audit and the independent auditor's report are similar to those re-
quired under generally accepted auditing standards and are therefore 
not discussed in this Guide. 
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ILLUSTRATIVE FINANCIAL STATEMENTS FOR: A Mutual Association 
(consolidated), and A Stock Association 
Following are sample illustrative financial statements of a mutual 
association, prepared on the consolidated basis and of a stock association, 
without a consolidated subsidiary, reflecting the practices described in the 
foregoing material. It should be noted that the sample financial statements 
do not include all of the accounts and transactions which might be found in 
an actual situation; they are for illustrative purposes only. 
The format of these financial statements is recommended by the Com-
mittee- as one alternative for presentation of the basic financial statements 
for savings and loan associations. The footnotes are indicative of the sub-
ject matter generally required to be disclosed, but should be expanded, re-
duced or modified to suit individual circumstances. 
As previously stated, the accountant should be familiar with the rules 
and regulations of the FHLBB, FSLIC, and FHLB Systems, including those which 
relate to the form and content of financial statements. At present, the 
FHLBB requires separate summary financial statements of each service corpor-
ation and joint venture off an institution or its subsidiaries to be presen-
ted. An example of financial statements of two service corporations is pre-
sented in the illustrative financial statements as supplementary footnote 
information, (See page 91). As an alternative, the summary of financial 
statements may be included in audit reports as supplemental or other finan-
cial. information (not illustrated herein). In the latter case, this infor-
mation may not be covered by the accountant's report on the basic financial 
statements, but instead covered by a separate "second" opinion on the sup-
plemental information (SAS No. 1, Section 610). 
In addition to the basic financial statements, the independent accoun-
tant is required by the FHLBB to report on internal accounting controls, 
FHLBB mortgage collateral verification and mortgage servicing for the Fe-
deral Home Loan Mortgage Corporation, and perhaps for other mortgage inves-
tors. 
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A MUTUAL ASSOCIATION (Consolidated) 
To the Board of Directors 
Mutual Savings and Loan Association: 
We have examined the consolidated statements of financial condition of 
MUTUAL SAVINGS AND LOAN ASSOCIATION AND SUBSIDIARIES as of September 30, 
19x7, and 19x6, and the related consolidated statements of operations, 
retained earnings and changes in financial position for the years then 
ended. Our examinations were made in accordance with generally accepted 
auditing standards and, accordingly, included such tests of the account-
ing records and such other auditing procedures as we considered necessary 
in the circumstances. 
In our opinion, the financial statements referred to above present 
fairly the consolidated financial position of Mutual Savings and Loan 
Association and subsidiaries as of September 30 , 19x7 and 19x6, and the 
consolidated results of their operations and the changes in their finan-
cial position for the years then ended, in conformity with generally accep-
ted accounting principles applied on a consistent basis. 
SIGNATURE 
City, State 
Date 
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MUTUAL SAVINGS AND LOAN ASSOCIATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION 
September 30 
19X7 19X6 
Assets 
Cash (including certificates of deposit 
of $1,300,000 (19X7) and $2,400,000 
(19X6)) $ 1,563,478 $ 2,751,112 
Marketable securities — Note 1 
U.S. Government (including agencies) 
Market value $2,346,000 (19X7) 
and $2,141,000 (19X6) 2,400,100 2,200,038 
Municipals 
Market value $1,970,000 (19X7) 
and $2,474,000 (19X6) 2,125,008 2,565,093 
Other 
Securities carried at market in 
19X7 and at cost in 19X6 (cost 
in 19X7 of $411,150; market in 
19X6 of $283,000) 365,000 275,055 
Loans receivable, less allowance for losses, 
unearned discounts, and undisbursed 
portion of loans in process-Notes 2 & 4 136,134,319 119,997,601 
Real estate owned, less allowance for 
losses of $85,566 (19X7) and $70,141 
(19X6) 1,101,238 1,423,676 
Investment in real estate development-
Notes 5 and 11 1,119,578 1,176,295 
Office properties and equipment, at cost, 
less accumulated depreciation of 
$1,127,888 (19X7) and $1,006,424 
(19X6) 5,034,036 4,793,748 
Federal Savings and Loan Insurance 
Corporation secondary reserve 
prepayment 997,723 972,155 
Federal Home Loan Bank stock, at cost-Note 4 2,073,400 1,291,700 
Accrued interest receivable 843,874 736,453 
Other assets 635,840 283,100 
$154,393,594 $138,466,026 
The accompanying notes are an integral part of the 
consolidated financial statements. 
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September 30 
19X7 19X6 
Liabilities and Retained Earnings 
Savings Accounts - Note 3 $119,162,437 114,532,863 
Advances from Federal Home Loan Bank 
- Note 4 24,880,000 13,500,000 
Other borrowed money - Notes 5 and 10 1,361,615 2,800,000 
Advances from borrowers for taxes and 
insurance 701,141 677,576 
Federal income taxes: Note 7 
Current 71,000 33,000 
Deferred 100,500 146,000 
Other Liabilities 1,920,370 856,050 
Deferred income 375,215 288,650 
Retained earnings - substantially restricted 
Notes 1 and 6 5,867,466 5,631,887 
Net unrealized loss on marketable equity 
securities - Note 1 (46,150) --
Retained earnings - net 5,821,316 5,631,887 
Commitments - Note 9 
$154,393,594 $138,466,026 
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MUTUAL SAVINGS AND LOAN ASSOCIATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF OPERATIONS 
Income: 
Interest on loans 
Loan fees 
Interest and dividends on investments 
Gain.(loss) on sales of investments, 
net 
Gain (loss) on sales of loans, net 
Gain on sale of real estate net -
Note 11 
Other, principally advertising in 
19X7 
Total income 
Expenses: 
Interest on savings accounts 
Interest on advances and other 
borrowed money 
Less: Interest capitalized - Note 1 
General and administrative expenses-
Note 9 
Loss provisions and expenses of 
loans and real estate owned, net 
Other 
Total expenses 
Income before provision for federal 
income taxes 
Provision (credit) for federal income 
taxes - Notes 6 and 7: 
Current 
Deferred 
Total income tax provision 
Net Income 
19X7 
Year Ended 
September 30 
19X6 
$ 9,536,204 
687,413 
493,840 
37,250 
( 63,717) 
37,096 
66,285 
10,794,371 
7,006,533 
1,512,508 
' 8,519,041 
( 98,000) 
8,421,041 
1,404,633 
187,769 
519,847 
10,533,292 
261,079 
( 45,500) 
25,500 
$ 235,579 
$ 8,136,598 
503,279 
425,654 
( 14,919) 
27,469 
27,418 
66,028 
9,171,527 
6,048,663 
776,880 
6,825,543 
( 71,000) 
6,754,543 
1,323,625 
176,077 
461,778 
8,716,023 
455,504 
$ 
33,000 
70,000 
103,000 
352,504 
The accompanying notes are an integral part of the consolidated financial 
statements. 
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MUTUAL SAVINGS AND LOAN ASSOCIATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS 
For the years ended September 30, 19X7 and September 30, 19X6 
Balance October 1, 19X5 $ 5,279,383 
Net income for the year ended 
September 30, 19X6 352,504 
Balance September 30, 19X6 $5,631,887 
Net income for the year ended 
September 30, 19X7 235,579 
Net unrealized loss on 
marketable equity 
securities - Note 1 ( 46,150) 
Balance September 30, 19X7 $ 5,821,316 
The accompanying notes are an integral part of the consolidated 
financial statements. 
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MUTUAL SAVINGS AND LOAN ASSOCIATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 
Years Ended 
September 30 
19X7 19X6 
Sources of funds: 
From operations: 
Net income $ 235,579 $ 352,504 
Add (deduct) income-statement items 
not affecting funds: 
Provision for losses on loans and 
real estate 93,000 79,517 
Provision for depreciation and 
amortization 224,836 219,508 
Other - net ( 93,217) 37,474 
FUNDS PROVIDED FROM OPERATIONS 460,198 689,003 
Decrease in cash 1,187,634 -
Decrease in marketable securities 150,078 403,758 
Loan principal repayments 21,575,117 18,079,581 
Sales of participating interests 
in loans 2,017,131 3,493,227 
Sale of real estate owned 704,497 1,605,142 
Sale of real estate development land 609,385 207,142 
Interest credited to savings accounts 4,904,573 4,294,551 
Advances from Federal Home Loan Bank 11,380,000 14,500,000 
Increase in advances from borrowers for 
taxes and insurance 21,565 72,413 
Additions of other borrowed money 400,000 
Other 552,060 245,718 
$ 43,964,238 $ 43,590,535 
Uses of funds: 
Increase in cash $ -— $ 1,387,517 
Loan disbursements 37,732,239 36,643,270 
Purchase of loans and participating 
interests in loans 1,996,727 2,457,519 
Additions to real estate owned 344,469 493,056 
Additions to real estate development 
land 542,178 285,330 
Purchase of Federal Home Loan Bank stock 781,700 --
Additions to office properties and equipment 494,352 455,695 
Net changes to savings accounts before 
interest credited 234,188 (1,332,852) 
Repayments of advances from Federal Home 
Loan Bank --— 2,500,000 
Repayment of other borrowed money 1,838,385 700,000 
$ 43,964,238 $ 43,590,535 
The accompanying notes are an integral part of the consolidated 
financial statements. 
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MUTUAL SAVINGS AND LOAN ASSOCIATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
September 30, 19X7 and September 30, 19X6 
Note 1 - Summary of Significant Accounting Policies: 
Principles of Consolidation; 
The accompanying consolidated financial statements include the 
accounts of Mutual Savings and Loan Association and its wholly 
owned subsidiaries. All significant intercompany balances and 
transactions between the Association and its wholly owned sub-
sidiaries have been eliminated. 
Marketable Securities; 
These securities, except for marketable equity securities, are 
stated at cost, adjusted for amortization of premiums and accretion 
of discounts on purchase. Marketable equity securities have been 
stated at the lower of aggregate cost or market, in accordance 
with Statement of Financial Accounting Standards No. 12. At 
September 30, 19X6 market exceeded cost on these securities and, 
as as result, they were carried at cost. The statement also 
provides that a valuation allowance (reducing the carrying value 
to market) be established by a charge to retained earnings. 
Accordingly, the amount of $46,150 representing the net unrealized 
loss was established by a charge to retained earnings at September 
30, 19X7. 
Loan Fees, Discounts and Premiums: 
The portion of loan fees which exceeds the estimated costs of 
initiating and closing loans is deferred. Such deferred fees and 
discounts received in connection with mortgage loans made and 
purchased are amortized to income over the average life of mortgage 
loans, estimated to be ten years, using the interest method. 
Premiums on purchased loans are generally amortized over a period 
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of ten years using the interest method. 
Unearned income on home improvement and mobile home loans is 
amortized over the term of the loans using the interest method. 
Real Estate: 
(To be revised pending finalization of FASB pronouncement) 
The Association computes depreciation and amortization generally 
on the straight-line method for both financial reporting and federal 
income tax purposes. The estimated useful lives used to compute 
depreciation and amortization ares Buildings - 40 years, 
equipment - 3 to 15 years and leasehold improvements - over the 
life of the lease or the life of the improvements, whichever is 
less. 
Allowance for Losses: 
(The following note will be amended to cover troubled debt 
restructurings when FASB's pronouncement on this subject is 
finalized.) 
It is the policy of the Company to provide valuation allowances 
for estimated losses on loans and real estate when any significant 
and permanent decline in value occurs. In providing valuation 
allowances, costs of holding real estate expected to be held 
for periods in excess of eighteen months, including the cost of 
money, are considered. Periodic reviews are made on major loans, 
real estate owned including development projects, and also major 
lending areas to determine potential problems at an early date. 
The Company's experience has shown that foreclosures on loans result 
in some loss. Therefore, in addition to allowances for specific 
loans, the Company makes a provision for losses on properties 
based in part upon loss experience and upon prevailing market 
conditions. Additions to allowances are charged to earnings. 
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MUTUAL SAVINGS AND LOAN ASSOCIATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 
Note 1 - Summary of Significant Accounting Policies (Cont'd): 
Income Taxes: 
Deferral of income taxes results primarily from the practice of 
filing tax returns prepared on the cash basis while the financial 
statements are prepared on the accrual basis of accounting, and 
from different methods of accounting for loan fees. 
The investment tax credit is accounted for on the flow-through 
method. 
Note 2 - Loans Receivable: 
Loans receivable at September 30, 19X7 and 19X6 consist of the 
following: 
19X7 19X6 
First mortgage loans $135,823,722 $122,273,578 
Insured and GNMA guaranteed 
loans 3,855,723 1,945,596 
Loans to depositors, secured 
by savings 1,300,338 916,045 
Mobile home loans 1,152,920 654,599 
Property improvement loans 783,469 620,120 
Other loans 56,217 50,822 
142,972,389 126,460,760 
Less: 
Undisbursed portion of loans 
in process 6,115,041 5,873,279 
Unearned discounts 624,100 512,240 
Allowance for losses 98,929 77,640 
$136,134,319 $119,997,601 
Note 3 - Savings Account Analysis; 
September 30 
19X7 19X6 
Amount %_ Amount %_ 
Balances by Interest Rate 
5.25% Passbook $ 47,664,975 40% $ 44,667,817 39% 
Certificate accounts: 
5.25 - 5.75% 27,407,361 23 45,813,145 40 
5.75 -6.5 % 17,874,366 15 12,598,615 11 
6.5% and over 26,215,735 22 11,453,286 10 
71,497,462 60% 69,865,046 61% 
$119,162,437 100% $114,532,863 100% 
Certificate Contractual Maturities 
Under 12 months $ 21,449,238 30% 22,356,814 32% 
12 months to 36 months 39,323,604 55 39,124,425 56 
Over 36 months 10,724,620 15 8,383,807 12 
$ 71,497,462 100% $ 69,865,046 100% 
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MUTUAL SAVINGS AND LOAN ASSOCIATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 
Note 4 - Advances from Federal Home Loan Bank: 
The advances from the Federal Home Loan Bank consisted of the 
following: 
Interest Rate 19X7 19X6 
Due within one years 8 l/2%-9% $ - $10,500,000 
9%-10% 12,200,000 -
11 1/2% 3,700,000 -
Other - all due within 
five years: 7 1/2%-8% 2,500,000 3,000,000 
9%-10% 6,480,000 -
$24,880,000 $13,500,000 
These advances are collateralized by Federal Home Loan Bank 
stock and certain first mortgage loans. 
Note 5 - Other Borrowed Money: 
Other borrowed money consisted of the following; 
19X7 19X6 
9 3/4% note, due August, 19X7 $ $ 1,636,770 
10.1/4% note, due August, 19X8 290,354 
9% mortgage loan, due October, 19X9 1,071,261 1,163,230 
$1,361,615 $ 2,800,000 
The 10 1/4% note is collateralized by marketable securites with 
a carrying value of $375,000. 
The 9% mortgage loan is collateralized by lots in the land 
development project. A principal payment of $10,000 is required 
for each lot sold, with any remaining unpaid balance due in 
October 19X9. 
Note 6 - Retained Earnings: 
In connection with the insurance of savings accounts the 
Association is required to maintain a Federal insurance reserve. 
These reserves,- which aggregated $4,550,955 at September 30, 19X7, 
are not valuation allowances and have not been created by charges 
against earnings. They represent restrictions on retained 
earnings of the Association. 
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MUTUAL SAVINGS AND LOAN ASSOCIATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
The Association is allowed a special bad debt deduction 
limited generally in the current year to 42 percent (declining 
to 40 percent in 1979) of otherwise taxable income and subject 
to certain limitations based on aggregate loans and savings 
accounts balances at the end of the year. If the amounts which 
qualify as deductions for federal income tax purposes are later 
used for purposes other than to absorb bad debt losses they will 
be subject to federal income tax at the then current corporate 
rate. Retained earnings at September 30, 19X7 include $4,841,965 
for which no provision for federal income tax has been made. 
Note 7 - Federal Income Tax: 
Deferred tax expense results from timing differences in the 
recognition of income and expense for tax and financial reporting 
purposes. The sources of these differences and the related tax 
effect were as follows: 
19X7 19X6 
Loan fees recognized for financial 
reporting purposes when loans 
are recorded but deferred for 
tax purposes ($96,000) $107,000 
Interest capitalized as part of 
real estate development costs in 
the financial statements but 
expensed for tax purposes 98,000 71,000 
Income and expenses recognized in 
the financial statements on the 
accrual basis but on the cash 
basis for tax purposes ( 99,500) ( 6,000) 
Other ( 17,000) 12,000 
Effect of allowable federal tax 
bad debt deduction applied 
to above (net of preference 
tax) 69,000 ( 114,000) 
($45,500) $ 70,000 
The provision for federal income taxes differs from that 
computed at the statutory 48% corporate tax rate, as follows: 
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MUTUAL SAVINGS AND LOAN ASSOCIATION AND 
SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(CONT'D) 
Note 7 - Federal Income Tax (Cont'd): 
19X7 19X6 
Tax at statutory rate $125,300 $218,600 
Increases (decreases) in taxes 
resulting from: 
Bad debt deduction based on 
percentage of income (net 
of applicable preference 
tax) 
Provisions for loan and (101,000) (155,000} 
real estate losses 
Other 1,000 30,000 
200 9,400 
Note 8 - Employee Benefits: $ 25,500 $103,000 
The Association maintains an insured, contributory pension 
plan for its employees. The Association's policy is to fund 
pension costs accrued. The total pension expense was $41,994 
in 19X7 and $46,311 in 19X6 and includes amortization or prior 
service cost over a 25 year period. The actuarially-computed 
value of vested benefits at January 1, 19X7, the latest valua-
tion date, exceeded the plan assets, stated at cost, which ap-
proximates market, by approximately $77,500. 
Note 9 - Lease Commitments: 
Rentals under long-term operating leases for property 
amounted to $92,039 in 19X7 and $56,938 in 19X6. These amounts 
have been reduced by rental income of $59,581 in 19X7 and by 
$59,830 in 19X6, from subleases of one to four years in dura-
tion. At September 30, 19X7, the minimum rental commitments 
under all non-cancelable leases with initial or remaining terms 
of more than one year are as follows: 
Gross Rental Net 
Rental Income From Rental 
Year Ending September 30 Expense Subleases Expense 
19X8 $151,620 $33,158 $118,462 
19X9 153,695 21,180 132,515 
19X0 154,111 4,775 149,336 
19X1 154,111 - 154,111 
19X2 154,111 - 154,111 
Later Years 2,568,283 - 2,568,283 
Total minimum payments -
required - net $3,276,818 
Note 10 - Supplementary Information, Consolidated Subsidiaries: 
The following condensed statements summarize the financial position 
and operating results of the Association's wholly-owned subsidiaries. 
Intercompany balances and transaction are noted parenthetically. 
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Note 10 - Supplementary "information, Consolidated Subsidiaries (Cont'd): 
Summary Statements of Financial Condition 
September 30, 19X7 and 19X6 
Land Development Other 
Subsidiary (A) Subsidiary (B) 
19X7 19X6 19X7 19X6 
ASSETS 
Cash (Subsidiary B - $11,420 
and $10,100 savings account 
with parent in 19X7 and 19X6, 
respectively) $ 23,238 $ 17,542 $24,870 $18,650 
Accounts receivable (Subsi-
diary B - $14,200 and 
$8,050 from parent in 19X7 
and 19X6, respectively) 28,412 16,111 
Investment in real estate de-
velopment at lower of cost 
or estimated net realizable 
value 
1,119,578 1,176,295 
Equipment (less accumulated 
depreciation of $4,968 in 
19X7 and $3,374 in 19X6) 18,834 20,428 
Other assets 147,559 151,297 7,212 5,871 
$1,290,375 $1,345,134 $79,328 $61,060 
LIABILITIES AND STOCKHOLDER'S 
EQUITY 
Notes payable in 19X7 and 
19X6, respectively $1,071,261 $1,163,230 $ $ 
Federal income taxes payable 
Current 8,878 8,168 15,327 3,007 
Deferred 25,400 16,472 
Other liabilities 42,121 33,839 43,284 53,289 
Stockholder's equity 142,715 123,425 20,717 4,764 
$1,290,375 $1,345,134 $ 79,328 $ 61,060 
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Note 10 - Supplementary Information, Consolidated Subsidiaries (cont'd) 
Summary Statements of Income 
For the Years Ended September 30, 19X7 and 19X6 
Subsidiary (A) Subsidiary (B) 
Income: 19X7 19X6 19X7 19X6 
Sales of real estate $731,262 $587,491 $ $ 
Other -
($195,248 and $110,791 
from parent in 19X7 
and 19X6, respectively) _______ _______ 312,420 180,544 
Total income 731,262 587,491 312,420 180,544 
Expensess: 
Goat of real estate sold 609,385 489,575 
Other expenses 84,781 70,498 281,140 74,280 
Total expenses 694,166 560,073 281,140 74,280 
Income before provision for 
federal income taxes 37,096 27,418 31,280 6,264 
Provision for federal 
income taxes: 
Current 8,878 8,16a 15,327 3,007 
Deferred 8,928 4,992 ____ 
Tax provision 17,806 13,160 15,327 3,007 
Net Income $ 19,290 $ 14,258 $ 15,953 $ 3,257 
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A STOCK ASSOCIATION 
The financial statements for a stock association may not be substan-
tially different from those of a mutual association. The primary differences 
would be the addition of a stockholders' equity section in the statement 
of financial condition and a statement of stockholders' equity would re-
place the statement of retained earnings for a mutual association. Also, 
earnings per share would be presented in the statement of operations. Of 
course, the accountant's report would also be changed to reflect the dif-
fering statements. 
To the Board of Directors 
Stock Savings and Loan Association: 
We have examined the statements of financial condition of STOCK 
SAVINGS AND LOAN ASSOCIATION as of September 30, 19X7 and 19X6 and the 
related statements of operations, stockholders' equity and changes in 
financial position for the years then ended. Our examinations were made 
in accordance with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. 
In our opinion, the financial statements referred to above present 
fairly the financial position of Stock Savings and Loan Association 
as of September 30, 19X7 and 19X6 and the results of its operations and 
changes in financial position for the years then ended, in conformity 
with generally accepted accounting principles applied on a consistent 
basis. 
SIGNATURE 
City, State 
Date 94 
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STOCK SAVINGS AND LOAN ASSOCIATION 
STATEMENTS OF FINANCIAL CONDITION 
September 30 
19X7 19X6 
Assets 
Cash (including certificates of deposit of 
$1,300,000 (19X7) and $2,400,000 (19X6) 
- Note 1 $ 1,563,478 $ 2,751,112 
Marketable Securities - Note 1 
U.S. Government (including agencies) 
Market value $2,346,000 (19X7) and 
$2,141,000 (19X6) 2,400,100 2,200,038 
Municipals 
Market value $1,970,000 (19X7) and 
$2,474,000 (19X6) 2,125,008 2,565,093 
Other -
Securities carried at market in 19X7 
and at cost in 19X6 (cost in 19X7 of 
$411,150; market in 19X6 of $283,000 365,000 275,055 
Loans receivable, less allowance for losses, 
unearned discounts and undisbursed portion 
of loans in process - Notes 2 & 4 136,134,319 119,997,601 
Real estate owned, less allowance for losses 
of $85,566 (19X7) and $70,141 (19X6) 1,101,238 1,423,676 
Investment in real estate development -
Note 5 1,119,578 1,176,295 
Office properties and equipment, at cost, 
less, accumulated depreciation of 
$1,127,888 (19X7) and $1,006,424 (19X6) 5,034,036 4,793,748 
Federal Savings and Loan Insurance Corporation 
secondary reserve prepayment 997,723 972,155 
Federal Home Loan Bank stock, at cost -
Note 4 2,073,400 1,291,700 
Accrued interest receivable 843,874 736,453 
Other assets 635,840 283,100 
$154,393,594 $138,466,026 
The accompanying notes are an integral part of the financial 
statements. 
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Liabilities and Stockholders' Equity 
September 30 
19X7 19X6 
Savings accounts - Note 3 $119,162,437 $114,532,863 
Advances from Federal Home Loan Bank- Note 4 24,880,000 13,500,000 
Other borrowed money - Note 5 1,361,615 2,800,000 
Advances from borrowers for taxes and 
insurance 701,141 677,576 
Federal income taxes: - Note 7 
Current 71,000 33,000 
Deferred 100,500 146,000 
Other liabilities 1,920,370 856,050 
Deferred income 375,215 288,650 
Stockholders' equity 
Capital stock - $1 par value, 500,000 shares 
authorized; 297,340 shares issued and 
outstanding 297,340 297,340 
Additional paid-in capital 148,670 148,670 
Retained earnings - substantially restricted — 
Note 6 5,421,456 5,185,877 
Net unrealized loss on marketable 
equity securities - Note 1 ( 46,150) 
Total stockholders' equity 5,821,316 5,631,887 
Commitments - Note 9 
$154,393,594 $133,466,026 
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STOCK SAVINGS AND LOAN ASSOCIATION 
STATEMENTS OF OPERATIONS 
Years ended 
September 30 
19X7 19X6 
Income: 
Interest on loans $ 9,573,300 $ 8,164,016 
Loan fees 687,413 503,279 
Interest and dividends on investments 493,840 425,654 
Gain (loss) on sales of investments, net 37,250 ( 14,919) 
Gain (loss) on sales of loans, net ( 63,717) 27,469 
Other 66,285 66,028 
Total income 10,794,371 9,171,527 
Expenses: 
Interest on savings deposits 7,006,533 6,048,663 
Interest on advances and other borrowed 
money 1,512,508 776,880 
8,519,041 6,825,543 
Less: Interest capitalized - Note-1 ( 98,000) ( 71,000) 
8,421,041 6,754,543 
General and administrative expenses - Note 9 1,404,635 1,322,625 
Loss provisions and expenses of loans and 
real estate owned, net 187,769 176,077 
Other 519,847 461,778 
Total expenses 10,533,292 8,716,023 
Income before provision for federal income 
taxes 261,079 455,504 
Provision (credit) for federal income 
taxes - Notes 6 & 7 
Current 71,000 33,000 
Deferred ( 45,000) 70,000 
Total income tax provision 25,500 103,000 
Net Income $ 235,579 $ 352,504 
Earnings per share $ .79 $ 1.19 
(Based on weighted average number 
of shares outstanding) 
The accompanying notes are an integral part of the financial statements. 
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STOCK SAVINGS AND LOAN ASSOCIATION 
STATEMENTS OF CHANGES IN FINANCIAL POSITION 
Years ended 
September 30 
19X7 19X6 
Sources of funds: 
From operations: 
Net income $ 235,579 $ 352,504 
Add (deduct) income statement items not 
affecting funds: 
Provision for losses on loans and real 
estate 93,000 79,517 
Provision for depreciation and 
amortization 224,836 219,508 
Other - net ( 93,217) 37,474 
Funds provided from operations 460,198 689,003 
Decrease in cash 1,187,634 — 
Decrease in marketable securities. 150,078 403,758 
Loan principal repayments 21,575,117 18,079,581 
Sales of participating interests in loans 2,017,131 3,493,227 
Sale of real estate owned 704,497 1,605,142 
Sale of real estate development land 609,385 207,142 
Interest credited to savings accounts 4,904,573 4,294,551 
Advances from Federal Home Loan Bank 11,380,000 14,500,000 
Increase in advances from borrowers for 
taxes and insurance 23,565 72,413 
Additions of other borrowed money 400,000 —-— 
Other 552,060 245,718 
$43,964,238 $43,590,535 
Uses of funds: 
Increase in cash $ --- $ 1,387,517 
Loan disbursements 3.7,732,239 36,643,270 
Purchase of loans and participating 
interests in loans 1,996,727 2,457,519 
Additions to real estate owned 344,469 493,056 
Additions to real estate development land 542,178 285,330 
Purchase of Federal Home Loan Bank. Stock 781,700 —--
Additions to office properties and 
equipment 494,352 456,695 
Net changes to savings account before 
interest credited 234,188 ( 1,332,852) 
Repayments of advances from Federal Home 
Loan Bank --- 2,500,000 
Repayments of other borrowed money 1,838,385 700,000 
$43,964,238 $43,590,535 
The accompanying notes are an integral part of the financial statements. 
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STOCK SAVINGS AND LOAN ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 
September 30, 19X7 and September 30, 19X6 
Note 1 - Summary of Significant Accounting Policies 
Marketable Securities: 
These securities, except for marketable equity securities, are 
stated at cost, adjusted for amortization of premiums and accretion 
of discounts on purchase. Marketable equity securities have been 
stated at the lower of aggregate cost or market, in accordance 
with Statement of Financial Accounting Standards No. 12. At 
September 30, 19X6 market exceeded cost on these securities, and, as 
a result, they were carried at cost. The statement also provides 
that a valuation allowance (reducing the carrying value to market) 
be established by a charge to stockholders' equity. Accordingly, 
the amount of $46,150 representing the net unrealized loss was 
established by a charge to stockholders' equity. 
Loan Fees, Discounts and Premiums: 
The portion of loan fees which exceeds the estimated costs of 
initiating and closing loans i s deferred. Such deferred fees 
and discounts received in connection with mortgage loans made and 
purchased are amortized to income over the average life of 
mortgage loans, estimated to be ten years, using the interest 
method. Premiums on purchased loans are generally amortized over 
a period of ten years using the interest method. 
Unearned income on home improvement and mobile home loans is 
amortized over the term of loans using the interest method. 
Real Estate: 
(To be revised pending finalization of FASB pronouncement.) 
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STOCK SAVINGS AND LOAN ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS (CONT'D) 
Note 1 - Summary of Significant Accounting Policies (cont'd): 
Depreciation % 
The- Association computes depreciation and amortization generally 
on the straight-line method for both financial reporting and 
federal income tax purposes. The estimated useful lives used to 
compute depreciation and amortization are: building — 40 years; 
equipment - 3 to 15 years; and leasehold imporvements — over the 
life of the lease or the life of the improvements, whichever is less. 
Allowance for Losses: 
(The following note will be amended to cover troubled debt 
restructurings when FASB's pronouncement on this subject is 
finalized.) 
It is the policy of the Company to provide valuation allowances 
for estimated losses on loans and real estate when any significant 
and permanent decline in value occurs. In providing valuation 
allowances, costs of holding real estate expected to be held for 
periods in excess of eighteen months, including the cost of money, 
are considered. Periodic reviews are made on major loans, real 
estate owned including development projects, and also major 
lending areas to determine potential problems at an early date. 
The Company's experience has shown that foreclosures on loans result 
in some loss. Therefore, in addition to allowances for specific 
loans, the Company makes a provision for losses on properties 
based in part upon experience and upon prevailing market 
conditions. Additions to allowances are charged to earnings. 
Income Taxes: 
Deferral of income taxes results primarily from the practice of 
filing tax returns prepared on the cash basis while the financial 
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statements are prepared on the accrual basis of accounting, and 
from different methods of accounting for loan fees. 
The investment tax credit is accounted for on the flow-through 
method. 
Note 2 - Loans Receivable: 
Loans receivable at September 30, 19X7 and 19X6 consist of the 
following; 
19X7 19X6 
First mortgage loans $135,823,722 $122,273,578 
Insured and GMNA guaranteed 
loans 3,855,723 1,945/596 
Loans to depositors, secured 
by savings 1,300,338 916,045 
Mobile home loans 1,152,920 654,599 
Property improvement loans 783,469 620,120 
Other loans 56,217 50,822 
142,972,389 126,460,760 
Less: 
Undisbursed portion of loans 
in process 6,115,041 5,873,279 
Unearned discounts 624,100 512,240 
Allowances for losses 98,929 77,640 
$136,134,319 $119,997,601 
Note 3 - Savings Account Analysis 
September 30 
19X7 19X6 
Amount %_ Amount %_ 
Balances by Interest Rate 
5.25% Passbook $ 47,664,975 40% $ 44,667,317 39% 
Certificate accounts: 
5.25 - 5.75% 27,407,361 23 45,813,145 40 
5.75 - 6.5 % 17,874,366 15 12,598,615 11 
6.5 % and over 26,215,735 22_ 11,453,286 10_ 
71,497,462 60 69,865,046 61 
$119,162 ,437 100% $114 ,532 ,353 100% 
Certificate Contractual Maturities 
Under 12 months 21,449,238 30% 22,356,814 32% 
12 months to 36 months 39,323,604 55 39,124,425 56 
Over 36 months 10,724,620 15_ 8,383,807 12 
$ 71,497,462 100% $ 69,865,046 100% 
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STOCK SAVINGS AND LOAN ASSOCIATIONS 
NOTES TO FINANCIAL STATEMENTS (CONT'D) 
Note 4 - Advances from Federal Home Loan Bank: 
The advances from the Federal Home Loan Bank consisted of the 
following: 
Interest Rate 19X7 19X6 
Due within one year 8 1/2% - 9% $ — $10,500,000 
9 % - 10% 12,200,000 — 
11 1/2% 3,700,000 — 
Other - all due within 
five years: 7 1/2% - 8% 2,500,000 3,000,000 
9% - 10% 6,480,000 ---
$24,880,000 $13,500,000 
These advances are collateralized by Federal Home Bank stock 
and certain first mortgage loans. 
Note 5 - Other Borrowed Money: 
Other borrowed money consisted of the following: 
19X7 19X6 
9 3/4% note, due August 19X7 $ — - $ 1,636,770 
10 1/4% note, due August,19X8 290,354 
9% mortgage loans, due 
October, 19X9 1,071,261 1,163,230 
$1,361,615 $ 2,800,000 
The 10 1/4% note is collateralized by marketable securities with 
a carrying value of $375,000. 
The 9% mortgage loan is collateralized by lots in the land 
development project. A principal payment of $10,000 is required 
for each lot sold, with any remaining unpaid balance due in 
October, 19X9. 
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STOCK SAVINGS AND LOAN ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS (CONT'D) 
Note 6 - Retained Earnings: 
In connection with the insurance of savings accounts the Associa-
tion is required to maintain a Federal insurance reserve. In addi-
tion, the association is subject to the reserve requirements of the 
state regulatory authorities- These reserves, which aggregated 
approximately $4,450,000. at September 30, 19X7, are not valuation 
allowances and have not been created by charges against earnings, 
They represent restrictions on retained earnings and capital in 
excess of par value of the Association. 
The Association is allowed a special bad debt deduction limited 
generally in the current year to 42 percent (declining to 40 percent 
in 1979) of otherwise taxable income and subject to certain limita-
tions based on aggregate loans and savings accounts balances at the 
end of the year. If the amounts which qualify as deductions for 
federal income tax purposes are later used for purposes other than 
for bad debt losses, including distributions in liquidation, they 
will be subject to federal income tax at the then current corporate 
rate. Retained earnings at September 30, 19X7 include approximate-
ly $4,850,000 for which no provision for federal income tax has 
been made. 
At September 30, 19X7, approximately $600,000 of retained earn-
ings were available for dividends without incurring additional fed-
eral income tax liabilities. 
Note 7 - Federal Income Tax: 
Deferred tax expense results from timing differences in the 
recognition of income and expense for tax and financial reporting: 
purposes. The sources of these differences and the related tax 
effect were as follows: 
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STOCK SAVINGS AND LOAN ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS (CONT'D.) 
Note 7 - Federal Income Tax (cont'd.) 
19X7 19X6 
Loan fees recognized for financial 
reporting purposes when loans are 
recorded but deferred for tax 
purposes ($96,000) $107,000 
Interest capitalized as part of 
real estate development costs in 
the financial statements but 
expensed for tax purposes 98,000 71,000 
Income and expenses recognized in 
the financial statements on the 
accrual basis but on the cash 
basis for tax purposes ( 99,500) ( 6,000) 
Other (17,000) 12,000 
Effect of allowable federal tax 
bad debt deduction applied to 
above (net of preference tax) 69,000 ( 114,000) 
($45,500) $ 70,000 
The provision for federal income taxes differs from that 
computed at the statutory 48% corporate tax rate, as follows: 
19X7 19X6 
Tax at statutory rate $125,300 $218,600 
Increases (decreases) in taxes 
resulting from: 
Bad debt deduction based on 
percentage of income (net of 
applicable preference tax) ( 101,000) ( 155,000) 
Provisions for loan and real 
estate losses 1,000 30,000 
Other 200 9,400 
$ 25,500 $ 103,000 
Note 8 - Employee Benefits: 
The Association maintains an insured, contributory pension plan 
for its employees. The Association's policy is to fund pension 
costs accrued. The total pension expense was $41,994 in 19X7 and 
$46,311 in 19X6 and includes amortization of prior service cost 
over a 25 year period. The actuarially-computed value of vested 
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STOCK. SAVINGS AND LOAN ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS (CONT'D.) 
Note 8 - Employee Benefits (cont'd.) 
benefits at January 1, 19X7, the latest valuation date, exceeded 
the plan assets stated at cost, which approximates market by 
approximately $77,500. 
Note 9 - Lease Commitments: 
Rental under long-term operating leases for property amounted 
to $92,039 in 19X7 and $56,938 in 19X6. These amounts have been 
reduced by rental income of $59,581 in 19X7 and $59,830 in 19X6, 
from subleases on one to three years in duration. At September 
30, 19X7, the minimum rental commitments under all noncancelable 
leases with initial or remaining terms of more than one year 
are as follows: 
Gross Rental Net 
Years Ending Rental Income From Rental 
September 30 Expense Subleases Expense 
19X8 $ 151,620 $33,158 $ 118,462 
19X9 153,695 21,180 132,515 
19X0 154,111 4,775 149,336 
19X1 154,111 — 154,111 
19X2 154,111 - — 154,111 
Later years 2,568,283 2,568,283 
Total minimum payments required-net $ 3,276,818 
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GLOSSARY 
Terms Common To Sayings and Loan Associations 
Abstract of title. A history of title transactions or conditions affecting 
the title of a property. Such a document does not convey title or 
guarantee title. See also Title opinion. 
Acquisition credits. See Loan fee. 
Amortized mortgage. A loan which requires regular periodic (usually monthly) 
principal payments as opposed to a straight mortgage. See Straight 
mortgage. 
Appraised value. A valuation made by an approved or licensed appraiser 
involving facts, assumptions, and techniques considered by the appraiser 
to be appropriate in a given circumstance. An Association appraiser may 
be a director or an employee. An independent appraiser, usually licensed, 
is not an employee of the association. 
Appropriated retained earnings. See Reserves. 
Bond. Promissory note. 
Brokered savings deposits. Savings deposits which nave been obtained for 
an S&L by brokers. 
Building loan. See Construction loan. 
Capital stock. Is commonly referred to as nonwithdrawable shares, permanent 
reserve shares, or guarantee (also guaranty) stock. Ownership of capital 
stock associations rests with the stockholders. In some states,owners of 
sayings accounts and borrowers in the S&L have voting rights even 
though they are not stockholders. The board of directors is elected 
by the stockholders and members. It is customary for members- to sign 
proxies delegating their rights to an officer, director, stockholder, 
or proxy committee. 
Capital stock associations. Associations having stockholders, as opposed to 
mutual associations. 
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Cease and desist order. An order by the FHLBB to discontinue an unsafe or 
unsound practice. 
Certificate of title. Opinion written by attorney as to condition of the 
title to property. The attorney's opinion is based on his findings from 
examining public records. See also Title opinion. 
Chattel paper. Instrument evidencing pledge of property other than real 
property. 
Closing costs. Amount paid by borrower at closing of loan. Generally 
includes loan fee, attorney's fee, cost of abstract of title or title 
insurance, recording fee, and appraisal fee. 
Commercial paper. A negotiable instrument which is usually a short-term 
unsecured promissory note issued by a corporation and sold to investors, 
primarily other companies. 
Condominium. A system of direct ownership of a single unit in a multi-
unit structure. The individual owns the unit in much the same manner as 
if it were a single-family dwelling; he holds direct legal title to 
the unit and proportionate interest in the common areas and underlying 
ground. See also Cooperative. 
Conversion. The change of a savings and loan association from a mutual 
to a stock form of charter. This term can also apply to a change from 
a state to a federally chartered savings and loan association, and vice 
versa. 
Cooperative. A system of indirect ownership of a single unit in a multi-
unit structure. The individual owns shares in a nonprofit corporation 
which holds title to the building; the corporation in turn gives the 
owner a long-term proprietary lease to the unit. See also Condominium. 
Construction loan. First mortgage loan to finance construction cost. 
Cost of Real Estate Owned. (1) Acquired by purchase for sale or develop-
ment—-contract price plus direct acquisition costs, including closing 
costs. (2) Acquired through foreclosure or by deed in lieu of fore-
closure—-(The statement of financial accounting standards to be issued 
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by FASB dealing with Accounting by Debtors and Creditors for Troubled 
Debt Restructuring, will have a significant impact with respect to 
the cost of real estate owned when acquired through foreclosure). 
Current net selling price. Contract or expected price for prompt sale, 
reduced by selling expenses, such as sales commission. 
Deed. A written instrument conveying title to real estate. A warranty 
deed guarantees a perfect title, and the grantee is entitled to recover 
from the grantor any loss sustained by reason of imperfect title. A 
quit-claim deed conveys only the grantor's title, whatever its state. 
A deed-taken-in-lieu-of-foreclosure is usually a quit-claim deed. 
See also Quit-claim deed. 
Deed of trust. Conveyance of title to a trustee as security for a debt. 
Deficiency judgment. Judgment against a debtor which represents the 
excess of his debt over proceeds realized from the security to the 
debt. 
Deposit association. A Savings and loan association which designates 
savings accounts as "deposits" rather than "member accounts" or 
"share accounts." 
Direct holding costs. The costs or expenses directly associated with 
holding real estate owned, including (a) real estate taxes and sim-
ilar assessments, (b) insurance, (c) maintenance and upkeep, and 
(d) average cost of all capital (debt and equity). 
Direct reduction mortgage. Mortgage being amortized over a definite 
period of time having periodic (usually monthly) payments of a like 
amount with the payment being applied first to interest and then to 
principal. 
Dividend. Amount paid to savers (members)(called interest in some states, 
and not called interest in other states) and an expense of the S&L 
in arriving at net income; or, amount paid to stockholders of cap-
ital stock associations. 
Dividend-anticipation loan. See Passbook loan. 
Dividend-day loan. See Passbook loan. 
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Dormant Account. A savings account for which there has been no activity, 
other than interest credited, for a specified number of years. 
Education loans. Loans made to students or their parents to finance 
higher education. 
Escheat. Process whereby unclaimed property, including savings accounts, 
wages, and dividends, passes to the state. The laws of the states vary. 
Escrow. Delivery of deed to a third person who will release the deed to the 
grantee upon fulfillment of certain specified conditions. Also commonly 
used to designate accounts to which are credited the periodic deposits 
by borrowers for the payment of real estate taxes and insurance premiums 
when they become due. 
Estimated discount factor. A discount percentage applied to an estimated 
future cash selling price Cor its equivalent) of real estate owned to 
reduce it to present value in the determination of estimated net 
realizable value. 
Farmers Home Administration. A government agency which provides mortgage 
credit in areas (towns of not more than 10,000 population) where private 
credit agencies are unable to fulfill the needs. 
Federal Credit Reporting Act. Defines the rights of applicants for credit, 
particularly if credit is denied or the charge for credit is increased 
due to a credit agency report. 
Federal guide. A loose-leaf service published by the United States League 
of Savings Associations covering laws and regulations pertinent to S&Ls. 
Federal funds. A loan by a bank (or borrowings by a bank) to decrease (or 
increase) its reserve account with a Federal Reserve Bank. A member bank 
of the Federal Reserve System is required to maintain a legal reserve 
comprising (a) funds on deposit in the bank's reserve account with a 
Federal Reserve Bank and (b) currency and coin on hand. If a bank's 
legal reserve is deficient it may borrow federal funds to increase its 
reserve position. These loans are generally repayable the following 
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day and are commonly referred to as "federal funds purchased" or "federal 
funds sold." Savings and loan associations may loan cash to a member 
bank of the Federal Reserve System. Such loans may be secured by 
U.S. Government or federal agency securities. 
Federal Home Loan Bank (FHLB). Any one of the regional (presently twelve) 
banks comprising the Federal Home Loan Bank System. Each bank is identified 
by including the name of the city in which it is located in the title. 
The primary function of the FHLB System is to provide credit for thrift 
institutions of the savings and loan type, savings banks, and insurance 
companines engaging in long-term mortgage financing. 
Federal Home Loan Bank System. The network of twelve regional Federal Home 
Loan Banks. 
Federal Home Loan Mortgage Corporation (FHLMC). A corporation whose stock 
is owned by the twelve Federal Home Loan Banks. The corporation 
functions similarly to the Federal National Mortgage Association (FNMA) 
and also may provide a secondary market for conventional mortgages as well 
as purchase participants in loans. The FHLMC will also make commitments 
to purchase loans in the future at a fixed price. 
Federal Housing Administration (FHA) and FHA-insured loans.- THe National 
Housing Act, approved in 1934, established the FHA.- THe FHA does not 
make loans; rather it insures certain types of loans made by S&Ls and other 
lenders. Principally, insofar as S&Ls are concerned, the types of 
insured loans are (a) unsecured property improvement loans, and (b) mortgage 
loans on one to four family homes. 
Insurance premiums are paid by the borrower to the S&L which remits to 
the FHA. On FHA Title I improvement loans, a reserve account for each 
lender is maintained by the FHA. THe regulations and the amount of the 
reserve account, insofar as FHA Title I loans are concerned, govern the 
amount of insurance by loan and by lender. These regulations are complex 
and subject to change, and their substance is not recited here. 
111 
24 
25 
26 
27 
28 
29 
30 
23 
22 
21 
17 
18 
19 
20 
16 
7 
8 
9 
10 
11 
12 
13 
14 
15 
6 
1 
2 
3 
4 
5 
If an insured mortgage loan is defaulted, the S&L receives cash 
approximating 90 percent of the amount due the association and cer-
tificates of claim representing the remainder plus expenses sus-
tained in foreclosure, rehabilitation expenses, etc. Recommended 
procedure is to record such certificates at $1. Appraisals of 
property securing insured mortgage loans are required to be made by 
FHA-approved appraisers. 
FHA Title I Loan. Home improvement loan insured by FHA. 
Federal Insurance Reserve. A part of net worth that is distinguished 
from undivided profits by the fact that once earnings are trans-
ferred to this account, they can never be transferred out except to 
absorb losses. All insured associations are required to maintain a 
certain percentage of savings capital in this account. 
Federal National Mortgage Association (FNMA). Often referred to as 
"Fanny Mae". Its purpose is to provide a secondary market for res-
idential housing mortgages. Federally-chartered S&Ls (state laws vary 
may. sell mortgages to FNMA and thereby invest in FNMA's stock, and 
may invest in FNMA's obligations. 
Federal Savings and Loan Association. A savings and loan association 
chartered by the FHLBB. 
Fidelity bond. Insurance against losses arising from dishonest acts 
of employees and involving money, merchandise, or other property; 
persons or positions may be covered. 
Financial Managers Society of Savings Institutions, Inc. An organization 
whose membership consists principally of accounting and auditing offi-
cers and financial personnel of S&Ls. This organization is allied 
with the United States League of Savings Associations. 
First mortgage. A mortgage representing a first lien against real estate. 
Fixed rate, fixed term accounts. Certificates of deposit issued by an 
S&L at a fixed interest rate for a specified time period. 
112 
26 
27 
28 
29 
30 
25 
17 
18 
.19 
20 
21 
22 
23 
24 
1 
2 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
Foreclosure. Legal process protecting the mortgagee in case of non-
payment and other defaults on the mortgage by the mortgagor, 
whereby the mortgagee obtains title to the collateral. See also 
Quit-claim deed. 
Foreclosed real estate. Real estate acquired by foreclosure or deed 
in lieu of foreclosure, as distinguished from real estate purchased 
for sale or development and association premises. 
GI Loan. See VA insured loan. 
Government National Mortgage Association (GNMA). A wholly owned corpor-
ate instrumentality of the United States Government which purchases, 
services, and sells mortgages insured or guaranteed by the Federal 
Housing Administration (FHA) and the Veterans Administration (VA) 
and may perform other secondary market functions to support the 
home mortgage market. The association is often referred to as 
"Ginny Mae". 
Grant. Transfer of real estate. 
Grantee. One to whom r e a l e s t a t e i s g ran ted . 
Grantor . One who gran t s r e a l e s t a t e . 
Guarantee-stock associations. See Capital stock associations. 
Home Owners Loan Act. Created the federal savings and loan system and 
is the legal basis for regulation by the FHLBB. 
Impounds. Advance payments by borrowers for taxes and insurance. 
Improved real estate. Any real estate other than "raw" (unimproved) 
land. 
Improvement loan. A loan for improvement of real estate. Usually such 
loans are unsecured. See also FHA Title I loan and Uninsured im-
provement loan. 
Initial service charge. See loan fee. 
Institute of Financial Education. An educational organization which 
off era correspondence courses and classroom instruction in S&L 
riented subjects The Institute has chapters in many cities. 
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Interest. Amount paid or received for use of money. See also Dividend. 
Investment certificate. A savings account in the form of a certificate 
issued by an S&L, generally in specified denominations such as $1,000. 
Certificate accounts may differ from passbook accounts in several 
ways. Dividends (or interest) may be paid by check to a certificate 
holder or credited to his account. Certificates may have a specific 
maturity date; if at saver does not withdraw his funds prior to ma-
turity date, he receives a higher rate of earnings than paid on a 
passbook account. On the other hand, if a saver withdraws his funds 
prior to maturity, his earnings may be penalized. Certificates do 
not carry stockholder liability. 
Junior mortgage. A mortgage, e.g., second mortgage, subordinate to prior 
or other mortgages. 
Legal reserve. Reserve required to be maintained by federally or 
state-chartered associations. See also Reserves. 
Level-payment mortgage. See Direct—reduction mortgage. 
Lien. A claim upon property, which represents security against a debt. 
Liquidity. See Sections 523.0 through 523.14 of Rules and Regulations 
for the Federal Home Loan Bank System. These requirements are imposed 
on all members of the FHLBB System. 
Lending area. The geographical areas within which an S&L is required to 
limit its lending activities. 
Limited facility. A facility providing less than a full line of services. 
Loan fee. Amount charged by mortgagee for granting loan. Variously re-
ferred to as "points," "acquisition credits," or "initial service 
charge." Loan fees are generally stated as as percent of the face of 
the loan. The charge is made generally to cover the cost of placing 
the loan on the books, but may also represent, in part, an adjustment 
of yield. 
Loans-in-process. The dollar amount of loans on an S&L's books that has 
not yet been disbursed. 
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Loans to facilitate. Loan made to expedite the sale of real estate owned. 
These loans usually have a higher loan-to-value ratio than regular 
conventional loans, making them higher risk loans. 
Member. One owning a savings account in, or one borrowing from, an S&L. 
In a federally chartered S&L, a savings member has one vote for each 
$100 or fraction thereof in savings and a borrowing member has one 
vote (plus his savings vote, if any). The maximum votes per member is 
fifty. Voting rights are not uniform for state-chartered associations. 
Therefore, the state laws and the S&L's charter and bylaws should be 
consulted. 
Mobile facility. An S&L branch office facility contained in a vehicular 
conveyance which circulates among various geographical areas periodic-
ally. 
Mortgage. A pledge or security of particular property for the payment 
of a debt or the performance of some other obligation. See also 
Deed of Trust. 
Mortgage-backed securities. Includes bonds issued by FNMA and FHLMC, 
and pass-through certificates. An S&L may also issue bonds collater-
alized by mortgage loans. 
Mortgage insurance. A type of insurance policy by which the insurer 
agrees to pay the association for any loss on a mortgage loan. The 
amount of loss the insurer agrees to absorb is usually limited to 
a certain percentage of the loan. 
Mutual associations (mutuals). S&Ls having no capital stock as opposed 
to capital stock SSLs. Mutual S&LS are state-chartered or federally-
chartered corporations. Ownership rests with the members who elect 
the board of directors. 
National Housing Act. Created authority for the FSLIC and the attendant 
regulations. 
National Savings and Loan League. One of the two nationwide S&L trade 
115 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
9 
10 
11 
12 
1 
2 
3 
4 
5 
6 
7 
8 
organizations. See also United States League of Savings Associations. 
National Sayings and Loan League's Manager's Guide. A loose-leaf service 
published by title National League covering laws and regulations per-
tinent to S&Ls. 
Negotiable certificates of deposit. Certificates of deposit issued by an 
S&L which are freely negotiable between the holder of the certificate 
and third parties. 
Net carrying amount. The cost, as relates to real estate owned, reduced 
by related allowances for losses. 
Open-end mortgage. Mortgage permitting additional secured advances under 
the original mortgage. 
PA- Bulletin. Regulations issued by the Federal Home Loan Bank Board per-
taining to auditing and reporting requirements for savings and loan 
associations who must report to the FHLBB. 
Particlpation. Partial ownership in a loan or groups of loans. 
Passbook. Book issued by S&L to borrower or saver for recording trans-
actions in the customer's account. 
Passbook loan. Loan secured by savings account of member. Also commonly 
called savings account loan, share loan, dividend-day loan, or 
dividend-anticipation loan. 
Pass-through certificates. Certificates guaranteed by GNMA representing 
shares in pools of mortgages insured by the FHA, VA, or Farmers Home 
Administration. Such pools include mortgages with the same interest 
rate and same approximate maturity. The payback to investors includes 
both interest and principal, both guaranteed by GNMA. There are 
minimum trading unit amounts. 
Permanent stock associations. See Capital stock associations. 
Points. See Loan fee. 
Prepayment. Payment of a loan prior to its scheduled maturity. 
Prepayment penalty. Penalty for payment of loan prior to its scheduled 
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maturity. 
Proxy. A member's authorization to have another person vote in his stead. 
Quit-claim deed. When the holder of a first lien takes property under a 
quit-claim deed, as opposed to foreclosure, his title is subject to 
amounts owing under any other liens on the property. See also Deed. 
Real estate owned. Property acquired (a) for sale or development or (b) 
through foreclosure or deed in lieu of foreclosure (foreclosed real 
estate). 
Real estate sold on contract. Contract for the sale of property under 
which the seller retains title, but the property is in the possession 
of the buyer. 
Regulation Q. This regulation governs the maximums amount of interest 
which can be paid on time deposits. 
Regulation Z. A comprehensive federal regulation which requires disclo-
sure to borrowers of the finance charge, annual percentage rate, and 
other information relating to loans (Truth in Lending Act). 
Repurchase agreements ("repos"). An agreement whereby an association 
purchases securities under a stipulation which provides that the 
seller will repurchase them within as specified time at a specified 
price. 
Reserves. Reserves typically are general or specific reserves. General 
reserves include the legal reserves, federal insurance reserve, 
reserve for contingencies, and reserve for bad debts when this re-
serve i s classified in the equity section of the balance sheet. Such 
reserves are considered appropriated (restricted) retained; earnings. 
Specific reserves represent either (a) valuations against asset 
accounts, e.g., allowance for losses, or (b) liabilities, e.g., 
bonuses; payable on savings accounts. 
Reverse repurchase agreements ("reverse repos"). An agreement whereby art 
association sells securities under a stipulation to repurchase them 
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within a specified time at a specified price. 
Rule of 78s, Use of the sum-of-the-digits method for amortization. 
Savings account loan. See Passbook loan. 
Scheduled items. Poorly performing assets which are defined by regula-
tions. These include real estate owned and certain loans and invest-
ments. 
Service corporations. Subsidiaries of associations which are authorized 
to perform related functions, such as an insurance agency, escrow 
agency, conveyancing, etc. 
Share loan. See Passbook loan. 
Short sales. A short sale is a transaction in which an association sells 
securities, which it has borrowed from a third party, at the current 
market price. The association agrees to purchase a similar security 
at a future date to replace the borrowed security. Alternatively, 
the association may sell securities (which they do not own) at today's 
market price with a future delivery date. Short sale transactions 
frequently are collateralized by other securities in the association's 
portfolio. 
Short sales against the box. Short sales against the box are transactions 
in which the association sells, in a short sale, securities; identical 
to those it presently holds in its portfolio. The association may 
use the securities it presently holds to make delivery on its short 
sale. 
Signature card. Card bearing the saving member's signature. The card is 
kept on file by the S&L for purpose of verifying the member's sig-
nature when savings are withdrawn. The signature card contains the 
contract between the saver and the SSL. Most S&Ls also maintain a 
signature card file of borrowing members. Some S&Ls incorporate a 
revocable, continuing proxy on the signature card. 
Specific reserve. A statutory reserve set up to absorb a possible loss 
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on a specific asset. For regulatory purposes, this reserve is shown 
as a deduction from the related asset in the balance sheet. 
Stock association. See Capital stock associations. 
Straight mortgage. One requiring no payments of principal until maturity. 
Interest generally is paid periodically. 
Subordinated debenture. Debt instruments issued by an S&L which are 
subordinate to savings. 
Supervisory agent. The FHLBB with respect to federal S&Ls and other 
FSLIC insured associations. State S&Ls, not insured by the FSLIC, 
are subject to the regulatory authority of their respective states. 
Surplus. Unappropriated retained income in a Federal S&L. In some state-
chartered S&Ls (e.g., New-York), it may be a legal reserve avail-
able to absorb losses only. 
Third-party payments. Preauthorized payments by an S&L to third parties 
(e.g., creditors) which are automatically made from a depositor's 
account without the need of check writing. 
Title opinion. Opinion written by attorney after examining, abstract of 
title (or perhaps the documents themselves instead of an abstract) 
wherein he states his opinion as to the state of the title to pro-
perty. See Certificate of title. 
Title policy. Policy issued by title insurance company guaranteeing 
that title to property is as indicated in the policy. 
Torrens certificate. Certificate issued by registrar of titles, setting 
forth state of title to property. Such certificates are issued in 
several metropolitan areas, e.g., New York, Chicago, and Boston. 
Trust deed. See Deed of trust. 
Truth-in-Lending Act. See Regulation Z. 
Undisbursed portion of mortgage loans. See Loans-in-process. 
Undivided profits. Unappropriated retained income. 
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Uninsured improvement loan. Improvement loan not insured by FHA nor 
guaranteed by VA. 
United States League of Savings Associations. One of the two nationwide 
S&L trade organizations. See also National Savings and Loan League. 
Veterans Administration (VA) insured loan. A loan insured or partially 
guaranteed by the VA pursuant to the Serviceman's Readjustment Act 
of 1944 as Amended. At the option of the lender, the loan may be 
insured or partially guaranteed. If the lender expresses no option, 
the VA processes the loan as a partially guaranteed loan. Practically 
all lenders use the partial-guarantee method. 
Warranty deed. See Deed. 
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